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APPENDIXES B THROUGH E
FINANCIAL REPORTING OF PRICE-LEVEL CHANGES
Compiled by
The Accounting Research Staff
Accounting Research Division 
American Institute of Certified Public Accountants 
666 Fifth Avenue New York 19, New York
PREFACE
The staff of the accounting research division is 
currently conducting a study of the financial reporting of price- 
level changes. This study is specifically concerned with the 
reporting problems created by fluctuations in the value of the 
measuring unit (i.e., the dollar) used in accounting and with 
methods of giving recognition to the effects of these fluctuations 
in financial statements. It is not concerned with the application 
of replacement value in its many forms to financial statements 
except to the extent of differentiating the replacement value 
problem from the one under consideration.
As a result of this study, interesting and potentially 
useful Information has come to light. Instead of waiting for the 
completion of the whole study, the research division feels it 
would be useful to make this background information available to 
the accounting profession at this time.
This information is presented in five parts. The first 
part (Appendix A) is a study of the index number problem and is 
available as a separate document. A brief description of the 
other four parts follows:
Appendix B - Disclosing Effects of Price-Level Changes
Many individual companies throughout the world have 
already grappled with the problems of changing prices and 
changing price levels and have found individual solutions. In 
general, companies outside of the United States have done more in 
the way of reporting the effects of price changes on their
- ii -
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
financial statements than have U.S. companies. A variety of 
approaches has been tried. This appendix presents examples, 
classified according to the general approach, of what companies 
have already done in reporting the effects of price-level changes 
to shareholders and others.
Appendix C - Demonstration of the Adjustment Technique
This appendix contains a single unified demonstration
of the adjustment of income statements and balance sheets for 
changes in the general price level by the use of index numbers.
The illustration is not meant to be a manual of procedure but 
rather a relatively uncomplicated but essentially complete presen­
tation of the basic features of price-level adjustments.
Appendix D - Gains and Losses Attributable to the Holding of 
Monetary Items When Prices Change
A unique feature of statements completely adjusted for
price-level changes is that they include gains or losses from the
holding of monetary assets and liabilities during a period of 
price change. The discussion in this appendix covers in some 
detail the operations necessary to calculate these gains or 
losses for individual items. It discusses special problems of 
monetary items under four headings: (l) the nature of monetary 
items, (2) significance of purchasing-power gains and losses on 
monetary items, (3) computation of purchasing-power gains and 
losses on monetary items, and (4) reporting of purchasing-power 
gains and losses.
Appendix E - Annotated Bibliography
Appendix B gives examples of statement presentation of
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the effects of price-level changes taken from published annual 
reports. Appendix E lists a number of studies which have been 
carried out even though the results were not incorporated in the 
financial reports of the companies involved. In every case they 
are actual, not hypothetical, situations. The methods used and 
the findings of these studies are summarized.
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APPENDIX B 1
DISCLOSING EFFECTS OF PRICE-LEVEL CHANGES
A number of companies throughout the world have made it 
a regular practice to take into consideration the effects of 
price-level changes in reporting to the public. Many others have 
experimented from time to time with measuring the effects of 
price-level changes and have commented on these experiments in 
their annual reports or have revalued assets as a result of the
studies.
This appendix consists of examples of the methods which 
have been used In disclosing the effect of price-level changes 
in the annual reports of corporations. Inasmuch as this appendix 
is part of a study dealing with methods of reporting on the 
effects of changes in the value of the monetary unit, (as compared 
with changes in market prices of goods and services), it should 
be noted that few of the examples fall Into this category. In 
the larger number of instances the financial statements reflect 
current or reproduction costs instead of "common-dol1ar” 
restatements of original dollar costs. The forms of statement 
presentation, however, are similar In both types of adjustment.
The examples are grouped in four main categories. The 
following outline presents the organization of the examples and 
highlights interesting and important features of the various 
presentations:
A. Companies presenting statements adjusted for the effects 
of changes in the price level.
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2We know of no case in recent years in which state­
ments which have been completely adjusted for changes 
in the general price level have been presented in an 
annual report. Two companies have come to our attention, 
however, which have made significant steps in this
direction.
1. The Reece Corporation (United States) has for a 
number of years completely adjusted its financial 
statements for internal purposes using a general 
price index and has presented certain significant 
adjusted items in the annual report.
2. Philips Industries (The Netherlands) adjusts 
monetary items for general price-level changes and 
adjusts fixed assets and inventories for replacement 
value changes.
B. Companies presenting unadjusted statements supplemented 
by price-level information.
1. Indiana Telephone Corporation (U.S.) presents 
complete supplementary financial statements with 
fixed assets and depreciation charges adjusted by a 
general price index.
2. Hercules Powder Company (U.S.) presents three 
adjusted items, including net income.
3. Eastman Kodak Company (U.S.) presents Its sales in 
’’constant dollars.”
All of the companies in these first two groups use
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general price indexes for at least some items.
C. Companies adjusting depreciation charges as a result of
recorded revaluations of fixed assets.
First Group--Revaluation under government revalorization 
provisions:
1. Simca (France).
2. Montecatini Mining and Chemical Company (Italy).
3. Nippon Telegraph & Telephone Public Corporation 
(Japan).
4. Tokyo Shibaura Electric Co., Ltd. (Japan).
5. Yawata Iron and Steel Co., Ltd. (Japan).
Revaluation under revalorization provisions is
carried out in the three countries from which examples 
are taken (France, Italy, and Japan) by means of 
government-prepared "coefficients of revaluation" 
(indexes) which attempt to compensate for the effects 
of inflation on asset values. These statutes often
provide that a company may use current or replacement 
values as long as the revaluations remain within the 
limits set by the government coefficients. Nippon 
Telegraph and Telephone has chosen this option.
Second Group--Revaluation on the basis of appraisals by 
outside experts:
6. Creole Petroleum Corporation (Venezuela).
7. Compania Minera Aguilar, S.A. (Argentina), a sub­
sidiary of St. Joseph Lead Company.
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8. The Bowater Paper Corporation Limited (England).
9. Electric and Musical Industries Limited (England).
10. Selfridges Limited (England).
11. Other English companies which have followed similar 
practices but for which examples are not given are: 
Fisons Limited; The Associated Portland Cement 
Manufacturers Limited; F. W. Woolworth and Co., 
Limited; Imperial Chemical Industries, Ltd.; Spillers 
Limited; and Unilever Limited.
All of the companies in this group have used replace­
ment cost determined by independent appraisal.
Revaluations of this type are, of course, carried out 
infrequently; several of the companies mention only one
revaluation.
Third Group—Revaluations based on appraisals but with
unusual feature
12. Imperial Tobacco Company of Canada, Limited (Canada) 
revalued assets on the basis of appraisals in i960 
and 1961 and plans to restate asset values each year.
13. The Broken Hill Proprietary Co., Ltd. (Australia) 
charges depreciation on the basis of replacement 
value but has recorded less than replacement value 
on the books even though a revaluation was carried
out.
D. Companies adjusting depreciation only.
1. Ayrshire Collieries Corporation (U.S.).
25
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2. Iowa-Illinois Gas and Electric Company (U.S.)
3. Sacramento Municipal Utility District (U.S.).
4. John Summers and Sons Limited (England).
5. Joseph Lucas (Industries) Limited (England).
6. Algemene Kunstzijde Unie N.V. (The Netherlands).
7. Wm. H. Muller and Co. (The Netherlands).
The basis for the depreciation charge is not always 
clear in these cases. "Price-level depreciation," 
"replacement-value depreciation," and "fair value 
depreciation" are mentioned by various companies.
Companies which have attempted to adjust depreciation 
for changes in prices have used such a multiplicity of 
methods that no attempt has been made to classify the 
companies by method. Adjustment practices have been 
made up of combinations of the following variations:
1. Debit to depreciation account: (a) adjusted amount 
used, usually when the asset accounts have also been 
restated, or (b) unadjusted amount used, with the 
amount of the adjustment being charged to a special
account.
2. Treatment of depreciable asset accounts: (a) left at 
unadjusted original cost, or (b) adjusted to common- 
dollar or current cost basis.
3. Treatment of the credit for the difference between 
adjusted and unadjusted depreciation: (a) credited 
to a special stockholders’ equity account, or (b)
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credited to the regular accumulated depreciation 
account, usually when the depreciable assets are 
adjusted.
4. Treatment on the operating statement of the 
difference between adjusted and unadjusted depre­
ciation: (a) addition to unadjusted depreciation,
(b) special item before showing of net profit, or
(c) special item after showing of net profit.
5. Treatment of unrecorded cumulative adjustment of 
past depreciation: (a) usually ignored, or (b) set 
up by a charge to retained earnings.
6. Determination of amount of unrecorded adjustment:
(a) based on adjusted amounts that would have been 
charged in past periods if adjustments had been made, 
or (b) brought up to date in terms of the current 
dollar.
7. Disposition of the special stockholders* equity
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account which In some cases is credited for the 
difference between the adjusted and unadjusted depre­
ciation: (a) left as a special Item in the stock­
holders’ equity section, or (b) converted to legal or 
stated capital by means of a stock dividend or a
transfer.
EXAMPLES
A. Companies Presenting Statement Adjusted for Changes in
the Price Level.
A-1. The Reece Corporation (U.S.)
The Reece Corporation was one of the four companies
included in the American Accounting Association study 
1/conducted by Ralph C. Jones.1/ Ever since the
1/ Price Level Changes and Financial Statements—Case Studies of
Four Companies. American Accounting Association. 1955.
completion of this study, The Reece Corporation has 
included in its annual report a special section in 
which comments and charts have kept the reader up to 
date as to the effect of price-level changes upon 
certain selected phases of its operations. As far 
as we know, this is the only case where presentations 
have been based upon completely adjusted financial 
statements. It should be noted that the net income 
figures do not include gains and losses on monetary 
items since, under the method adopted in the original 
study, these gains and losses were shown In an analysis
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of the changes in the stockholders’ equity rather 
than in the income statement.
Because of the importance of this case, the entire 
section from the 1953 annual report is reproduced below, followed 
by excerpts from similar sections in subsequent annual reports, 
and by the entire section from the 1961 report.
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Prom the 1953 report:
The Price Level Study 
Including a Review of Earlier Remarks
For more than twenty years, it has been my responsibility to report to 
you annually, and my effort has been always to report the real economic 
position of the Company. This has necessitated going behind the figures 
presented in traditional accounting procedure, and it has also required 
some fairly frank opinions of the attitude and practices of government 
officials affecting manufacturing industry.
Although we have anticipated the results of the study in a general way, 
we appreciate having specific figures proving the principal point we have 
been stressing so long — the inadequacy of depreciation allowances to pro­
vide for plant and equipment replacements. To keep the sequence of events 
in order, it appears that a brief review of the general points mentioned 
should precede a summary of Professor Jones’ Price Level Study. There­
fore, quoting from our past reports to stockholders, we said:
1934 "Inflation is a continuous threat and makes it impossible for thought­
ful men to be anything but uncertain, and rightly so, as all steps 
possible must be taken to guard against this eventuality”.
"Taxes continue to be an increasing burden”. (They were then 
28.8% of net earnings before taxes!)
1942 "The Treasury Department is reluctant to allow adequate deprecia­
tion charges. This is a serious matter when tax rates are high. It 
inflates profits thereby increasing taxes which rapidly drains off cash 
necessary for the purchase of new equipment. . . .
"Your Company paid and reserved for taxes for the year 1942 
$425,081.97. The corresponding charge for 1939 was $73,838.38.
1943 “We have charged depreciation to the extent through experience we 
believe the Treasury Department will allow. In your management’s 
opinion this charge is inadequate”. "Your Company’s taxes for the 
year amounted to $860,562.73 or almost five times the dividend”.
1944 “It is also now obvious that depreciation charges on capital goods 
will not provide for replacement due to increased costs. Inadequate 
depreciation inflates earnings with the result that the present high 
tax rates drain off cash at an alarming speed when ordinary prudent 
foresight dictates that it should be set aside for high cost replacement 
to insure efficient production and jobs. . . .”
1947 "A 1947 profit dollar behaves approximately like a 1939 fifty cent 
piece. Therefore, when profits in dollars in 1947 are compared with 
dollar profits of previous years the comparison is misleading”.
1948 "Industry’s profits in several respects are overstated. In the first place, 
the government allows deduction for depreciation to replace build­
ings and machinery on the basis of original cost, and cost in almost 
all cases is far below present prices”.
10
1950 “Wages are reviewed and adjusted to the decreasing value of the 
dollar whereas profits are almost universally viewed and compared 
as dollars without regard to their decreased value. The present value 
of a dollar profit to industry is about forty cents as compared to its 
value in 1939”.
1951 “The less depreciation charged the greater the apparent earnings and 
the larger the actual tax. The result is that earnings are stated fic­
titiously high and the government takes in taxes most of what should 
have been set aside for replacement of equipment. ... It will show 
up sometime in less efficient production, in higher costs than neces­
sary, and consequently in a lower standard of living for all”.
The indefiniteness of these remarks can now be given real values 
through analysis of the Price Level Study* which shows the effects of infla­
tion on this Company during the twelve years 1940 through 1951.
BASIS OF THE PRICE LEVEL STUDY
By means of index numbers based on the Consumers Price Index, our 
financial statements for the years 1940 through 1951 have been restated to 
express each amount in terms of a uniform measuring unit which we shall 
call a Uniform Dollar. Our financial statements have been expressed in 
terms of the actual dollar in use at the time, and which has had a rapidly 
diminishing value during this period. This dollar we shall call the Historical 
Dollar.
The study compares the reported results of operations as previously 
prepared by traditional accounting procedures in Historical Dollars with 
the same results expressed in Uniform Dollars.
WHAT THE CHARTS SHOW
The charts show graphically how inflation distorts the apparent results 
of business operations.
Chart 1 demonstrates the distortion occurring between 1940 and 1951 
on Invested Capital items; Physical (Uniform Dollars) increase in inven­
tories is only 35% as compared to the Historical Dollar increase of 156%; 
Plant has increased 50% actually, whereas in Historical Dollars it has in­
creased 145%; Stockholders equity in 1951 (Historical) dollars increased 
122%, but in purchasing power only 30%; Common dividends while ap­
parently 60% greater than in 1940, have, in 1951, 12% less purchasing 
power; and, finally, Working Capital available in 1951 was only 58% as 
useful as the 1940 working capital, in spite of the apparent increase of 
20% when stated in Historical Dollars.
Chart 2, Gross Income, shows that while there was a gratifying increase 
in business, 187%, on an Historical Dollar basis, the real increase measured 
in Uniform Dollars is only 55%. On the Historical Dollar basis, the war 
peak of 1943 was exceeded in 1949 and subsequent years, but on the Uni­
form Dollar basis 1943 is still the year of greatest volume.
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In Chart 3 it is effectively shown how the legal requirement to use 
traditional accounting procedure in the computation of income taxes affects 
the Company most seriously. Inflation rapidly increases cash requirements 
for replacement reserves, plant expansion, and working capital, not to men­
tion dividends to the owners. However, taxes must be computed using- 
depreciation based on the original cost of fixed assets in Historical Dollars. 
Therefore, due to rapidly increasing costs of replacements, the permissible 
allowances for depreciation become completely inadequate to maintain 
plant and equipment. The chart of Taxes Paid as a Percentage of Earnings 
Before Taxes discloses our effective tax rate, using 1951 as an example, to 
have been slightly greater than 59% on the Historical Dollar basis, and 
over 83% on the Uniform Dollar basis.
Had we been permitted to use a Uniform Dollar as a basis for tax 
computation over the twelve year period, there would have been approxi­
mately $1,000,000 more cash available for re-investment in plant and equip­
ment and for distribution to stockholders.
Chart 4 compares the net income as reported in Historical Dollars with 
the spendable net income when all accounting figures are adjusted to the 
Uniform Dollar. The astonishing result is self-evident.
CONCLUDING REMARKS
This study points out specifically the extent to which inflation has 
plagued our capitalistic system and indicates the direction our thinking 
must follow.
It took the country little or no time to realize that wages should be 
viewed in the light of purchasing power. The fact that profits and dividends 
should also be viewed in that light is not yet generally recognized. For the 
overall good of our economy this must also be accepted.
Inflation destroys Capital, but when the importance of capital is so 
overlooked that depreciation reserves to maintain plant and equipment 
cannot be created, capital destruction is accelerated. For when depreciation 
is understated, profit must be overstated, and the tax paid on such fictitious 
profit constitutes a direct tax on capital.
Reports on industrial expansion and modernization. are misleading be­
cause they create the public impression that all industry is rapidly expand­
ing and modernizing. This is far from the case. It has been true of 
fast-growing industries like television and is true of Public Utilities and 
basic industry like Steel, but is not true of manufacturing industry gener­
ally, most of which experienced its period of rapid growth years ago. As 
this company is a reasonable example of the latter group, the study will 
apply to the majority of manufacturing companies.
The American Machinist magazine states that the average age of 
machine tools must be reduced if American industry is to achieve low-cost 
production, yet in 1945 38% of the machine tools in use were over 10 years 
old, in 1949 43% were over 10 years old, and in 1953 55% were over 10
13
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years old including 19% over 20 years old. I believe that the country’s 
average age of basic machine tools, the tools used to manufacture things, 
should be six to eight years if we wish to obtain our potential in quality 
and low cost production.
If this were accepted it would accomplish two of the most important 
things in our industrial economy. First it would maintain our basic 
machine tool industry on a production schedule sufficient for civilian and 
defense manufacturing needs and go a long way towards eliminating its 
traditional ups and downs and the scarcity of machine tools in times of 
emergency. Secondly it would allow our manufacturing facilities to be 
kept up-to-date with the most modern equipment for efficient, low cost 
production.
The problem is acute. An industrial economy can operate on free 
competitive capitalism or on socialistic principles where Government con­
trols all means of production Strong, sound Capitalism can exist only in 
a climate where Government’s fiscal policy prevents inflation and its taxa­
tion policies do not discourage investment and expansion. Our present 
Administration is making a bold return to Capitalism, but far more re­
mains to be done.
F. A. REECE
15
From the 1954 report:
The continuing inadequacy of depreciation reserves 
based on original cost is borne out by an analysis of 
this Company's 1954 financial statements. In converting 
the Company’s financial statements for 1954 from 
Historical Dollars to Uniform Dollars, we find that the 
effects of inflation are still very much with us. The 
depreciation taken in 1954 was $62,000 or 15% too 
little, and the cost of sales was understated by $7,000. 
Thus our profits were overstated by $69,000 and the 
Federal Income Tax thereon of $36,000 was in fact a 
capital levy and not an income tax at all!
For a single year, the discrepancies between 
figures reported in Historical Dollars and Uniform 
Dollars may not appear to be of great significance.
On the other hand, the cumulative effect since...1948 
is very great indeed. Earned Surplus, which represents 
retained earnings since.. .[1948], is stated to be 
$1,143,000 on our Balance Sheet. However, upon con­
version of the Balance Sheet to 1954 Uniform Dollars, 
we find that only $544,000 of earnings have been 
retained since 1948. Thus conventional accounting 
methods have overstated the retained earnings in a 
period of only six and one third years by 110%!
From the 1957 report:
This Price-Level Study is a very useful tool to 
your management, particularly since this Company has 
relatively large investments in manufacturing 
facilities and in machines leased to customers. By 
publishing the results of the Study, we hope to present 
to you more fairly the progress of the Company and to 
keep you informed of the damaging effect of inflation 
not only on your Company but on the economy generally...
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From the 1958 report
In Historical 
Dollars
In Uniform 
Dollars
Gross Income $4,914,000 $4,914,000
Depreciation $ 593,000 > 669,000
Federal and Foreign taxes as a % of net
income before taxes 49% 56%
Net Income > 505,000 > 371,000
Earnings per common share after pre­
ferred dividends $ 2.54 $ 1.84
Earnings retained after payment of
dividends > 276,000 $ 142,000
From the 1959 report:
The chart below compares changes over the past ten years in certain 
significant balance sheet items:
- 17 -
From the 1961 report:
Price Level Study
1961 was a year of relative price stability during which the Consumer’s 
Price Index rose 1.1%. On figures adjusted for Price Level changes, even 
a moderate rise in prices within a year has some effect on inventory valua­
tion, which is reflected in cost of sales. Coupled with past periods of ever 
increasing prices, the effect on required depreciation charges is substantial.
In this study, the Company’s unconsolidated figures have been converted, 
by means of index numbers based on the Consumer’s Price Index, from 
Historical Dollars (those used in conventional accounting and in our re­
ported figures) to Uniform Dollars (defined as uniform measuring units 
whose purchasing power is equal to 1961 dollars) so that the Company’s 
figures as reported may be compared with statements prepared on a uniform 
basis.
In 1961, the Company’s unconsolidated net profit was $93,000 greater 
when expressed by conventional means than in Uniform Dollars. Conversion 
to Uniform Dollars required increases in depreciation and cost of sales of 
$52,000 and $35,000 respectively and a reduction in income of $6,000 caused 
by the sale of certain assets.
The accompanying charts compare on a percentage basis income and 
profit figures over the past 18 years expressed in Historical and in Uniform 
Dollars.
During the past five years, in which price levels increased 10.1%, a 
very significant difference in growth appears when Historical Dollar increases 
are compared with growth expressed in dollars of uniform purchasing power. 
For ease of comparison, increases in Historical and Uniform Dollars for 
certain Balance Sheet items are expressed in percentages below:
Five year % Increase
Historical Uniform
Dollars Dollars
Inventories 3Q.fi 26.8
Working capital 55.8 32.2
Fixed assets 9.0 ( .4)
Net worth 34.4 24.4
W. D. Brooks, Jr., Treasurer
18
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A point of special interest in the preceding charts is 
that the figures plotted on the curves are the percentages of 1943 
amounts, rather than the dollar amounts. This practice has several 
advantages. It permits the showing of more than one type of 
information on the same scale, the percentages are shown in the 
same proportionate relationships as the dollar amounts, and it 
may avoid the psychological handicap of comparative dollar data 
which have to be revised each time a schedule or chart is pre­
pared in terms of current dollars.
A-2. N.V. Philips' Gloeilampenfabrieken (The Netherlands)
This company, which is known in the English-speaking 
world as Philips’ Industries or Philips’ Incandescent 
Lamp Works Co., has used replacement costs in its 
accounts and statements for many years. It maintains 
a special department to watch trends in prices, and 
adjustments are made in the accounts when price 
changes have been significant, not necessarily each 
year. Two types of adjustments are made.
With respect to inventories and fixed assets, 
specific commodity or group price indexes are applied 
to each category. When prices increase, the offsetting 
credit is to the appropriate revaluation surplus 
account (i.e., revaluation surplus from property, 
plant and equipment or revaluation surplus from 
inventories). When prices decrease, the adjustments 
are charged to revaluation surplus until that account
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is exhausted. Any further decreases are charged to 
income. Depreciation expense and cost of sales are 
calculated on the basis of these replacement costs.
With respect to the monetary items, a general price-level 
index is applied to the amount of the net monetary items at the 
beginning of the period. . When the price-level Increases, income 
is charged and a "reserve for diminishing purchasing power of 
capital invested in monetary items" is credited. When the price- 
level decreases, the entries are reversed until the "reserve" is 
exhausted, after which no recognition is given to this type of 
"gain."2/
2/ See "An application of replacement value theory," by
A. Goudeket, Journal of Accountancy, July 1960, pp. 37-47, 
for a more complete description of the procedures followed 
by this company.
The following examples of the financial statements and 
notes of Philips Industries are taken from a prospectus filed 
with the SEC and dated May 29, 1962. The excerpts are from the 
combined statements of Philips Industries and the United States 
Philips Trust:
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COMBINED SUMMARY OF EARNINGS OF PHILIPS
The following summary of earnings of Philips Industries and United States Philips Trust, combined 
United States Philips Trust, has been examined by Messrs. Klynveld, Kraayenhof & Co., independent 
& Co., is based in part upon the report of Messrs. Smith and Harder, independent public accountants, 
the financial statements and the related notes in this Prospectus.
The summary, insofar as it relates to the determination of net income of Philips Industries, has 
generally accepted in the Netherlands. These principles differ in a number of respects from those 
affected the determination of net income are those described in Note 1 following the summary.
1961
— (In thou 
1960
The 1961 combined net income figures reflect a reduction in unit sales of television picture tubes 
earned outside the Netherlands and Western Germany into guilders at a lower exchange rate as a result
Net sales for the first quarter of 1962 aggregated Nfl. 1,197 million ($333 million) as compared 
(on the basis of the accounting principles customarily followed by Philips Industries and the United States 
million ($21.4 million) in the corresponding quarter of 1961. These amounts have not been audited 
necessary for a fair statement of operations. There were no adjustments other than those of a normal
Net sales (Note 2)........................................................................................................................Nfl.4,935,998 Nfl.4,762,164
Cost of goods sold (Note 3)....................................................................................................... 3,063,141 2,871,012
Selling, general and administrative expenses........................................................................... 1,141,688 1,029,131
731,169 862,021
Other income:
From non-consolidated companies.................................................................................... 14,639 15,141
Miscellaneous (Note 4)....................................................................................................... 27,620 32,909
Other deductions:
Interest on bonds, mortgages and other debt................. .............................................. .. 90,886 65,949
Miscellaneous.............................................................................. ................................ ......... 29,292 30,688
653,250 813,434
Provision for taxes on income................................................................................................... 312,968 407,155
340,282 406,279
Minority interest in consolidated subsidiaries......................................................................... 14,040 9,433
Net income (on basis of accounting principles customarily followed by Philips Indus­
tries and the United States Philips Trust) (Note 5).......................................................... 326,142 396,846
Deduct:
Profit-sharing with Supervisory Board, Board of Management and employees.........  25,109 24,137
Cash dividends to Participating Preferred Shares......................................................... 11,520 11,520
Balance of net income.................................................................................................................. 289,613 361,189
Estimated adjustment to state the aforementioned balance of net income on basis of 
accounting principles generally accepted in the United States (Note 1)..................... 7,916 8,205
Adjusted balance of net income.......................................... ...................................................... Nfl.297,529 Nfl.369,394
Per Common Share of Philips N. V. (par value Nfl. 25) (Notes 6 and 7):
Adjusted net income................................................................................................... Nfl. 10.34 Nfl. 12.86
Cash dividends in respect of year........................................................ ......... .......... Nfl. 3.81 Nfl. 3.63
Number of Common Shares (par value Nfl. 25) of Philips N. V. outstanding at 
the end of each year as adjusted (Note 6)..................................................... ................... 28,778,180 28,720,260
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INDUSTRIES AND UNITED STATES PHILIPS TRUST
in order to show the interest of the Common Shareholders of Philips N. V. in Philips Industries and the 
public accountants, whose report appears hereinafter. The opinion of Messrs. Klynveld, Kraayenhof 
whose report is included in the Registration Statement. The summary should be read in conjunction with
been prepared on the basis of the accounting principles customarily followed by Philips Industries and 
generally accepted in the United States. However, the only differences which would have materially
sands of Neth. guilders) ——.. /............ (Translated Into thousands of U. S. dollars)----------- —
1959 1958 1957 1961 I960 1959 1958 1957
Nfl.4,182,000 Nfl.3,595,000 Nfl.3,177,000 $1,371,110 $1,253,201 $1,100,527 $946,053 $836,053
2,547,913 2,255,915 2,052,848 850,872 755,529 670,504 593,662 540,224
894,451 781,792 682,237 317,136 270,824 235,382 205,735 179,536
739,636 557,293 441,915 203,102 226,848 194,641 146,656 116,293
9,511 4,335 5,639 4,066 3,984 2,503 1,141 1,484
47,671 30,372 14,594 7,673 8,660 12,545 7,993 3,842
57,312 55,812 52,275 25,246 17,355 15,082 14,688 13,757
13,922 10,938 11,296 8,137 8,076 3,664 2,878 2,973
725,584 525,250 398,577 181,458 214,061 190,943 138,224 104,889
366,962 275,058 206,768 86,935 107,146 96,569 72,384 54,413
358,622 250,192 191,809 94,523 106,915 94,374 65,840 50,476
7,935 6,380 4,945 3,900 2,482 2,088 1,679 1,301
350,687 243,812 186,864 90,623 104,433 92,286 64,161 49,175
22,922 16,156 14,877 6,974 6,352 6,032 4,251 3,915
11,520 10,944 10,944 3,200 3,032 3,032 2,880 2,880
316,245 216,712 161,043 80,449 95,049 83,222 57,030 42,380
3,298 19,944 10,682 2,199 2,159 868 5,248 2,811
Nfl.319,543 Nfi.236,656 Nfl.171,725 $ 82,648 $ 9,7208 $ 84,090 $ 62,278 $ 45,191
Nfl. 11.14 Nfl. 8.37 Nfl. 6.14 $2.87 $3.38 $2.93 $220 $1.62
Nfl. 3.45 Nfl. 2.63 Nfl. 2.42 $1.06 $0.96 $0.91 $0.69 $0.64
28,661,300 28,603,180 28,602,660 28,778,180 28,720,260 28,661,300 28,603,180 28,602,660
in 1961 as compared with 1960, lower market prices for transistors, the conversion of net income 
of the revaluation of the guilder and the Deutsche mark on March 6, 1961 and increasing costs of labor.
with net sales of Nfl. 1,069 million ($297 million) for the corresponding quarter of 1961. Net income 
Philips’ Trust) in the first quarter of 1962 was Nfl. 79 million ($21.9 million) as compared with Nfl. 77 
by independent public accountants, but, in the opinion of the Company, they include all adjustments 
recurring nature.
NOTES TO COMBINED SUMMARY OF EARNINGS
1. The accounting principles customarily followed by Philips Industries differ in the following principal respects from those 
generally accepted in the United States:
A. Provision for depreciation of fixed assets is based on their replacement value; see Note B to the Financial 
Statements.
B. Fully depreciated fixed assets, if they are still in use, continue to be depreciated on the basis of their replacement 
value; see Note I to the Financial Statements.
C. Inventories are stated on the basis of replacement value and such amounts are used in determining cost of goods 
sold.
D. Gain on sale of shares of the parent company (Philips N. V.) is included in income.
E. Profit-sharing with management and employees is shown as a deduction after net income.
Philips Industries has attempted to estimate what adjustment, in addition to the deduction for profit sharing, would 
have been required if Philips Industries had employed accounting principles generally accepted in the United States in 
lieu of the principles set forth above, that is, computing depreciation on the basis of historical cost, computing inventories 
on a cost basis, eliminating depreciation on fully depreciated assets and eliminating the gain on sale of shares of the parent 
company. In the opinion of Philips Industries, this would have required the estimated adjustment shown in the summary. 
There are other respects in which the accounting principles followed by Philips Industries differ from those generally 
accepted in the United States, but they would not have materially affected net income.
3. Provisions for depreciation and amortization of fixed assets based on replacement value were as follows:
1961
Thousands of guilders..........  Nfl.208,920
Translated into thousands of
U. S. dollars....................... $ 58,033
1937
Nil. 179,134 Nfl.158,319 Nfl.139,596 Nfl.117,906
$ 47,141 $ 41,663 $ 36,736 $ 31,128
Inventories are on the basis of replacement value and are after deduction of allowance for possible obsolescence. Changes 
in the replacement value are credited or charged to Revaluation Surplus.
The amounts of the opening and closing inventories for the three years ended December 31, 1961, computed on the 
foregoing basis, were as follows:
 ————————December 31 — .......    
1961 1960 1959 1958
Thousands of guilders......................................... Nfl.1,962,031 Nfl.1,580,609 Nfl.1,271,319 Nfl.1,249,704
Translated into thousands of U. S. dollars.. $ 545,008 $ 415,950 $ 334,558 $ 328,869
5. Includes net income of the United States Philips Trust, after adjustments to conform with certain accounting principles of 
Philips Industries (See Note J to the Financial Statements) in the following respective amounts:
1961
Thousands of guilders....................... Nfl. 19,409
Translated into thousands of U. S.
dollars .............................................. $ 5,392
I960
Nfl.15,699
1959
Nfl.22,283
1958
Nfl.11,885
$ 4,132 $ 5,864 $ 3,128
1937
Nfl.7,130 
$ 1,876
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COMBINED STATEMENT OF FINANCIAL POSITION OF PHILIPS INDUSTRIES AND 
UNITED STATES PHILIPS TRUST 
As at December 31, 1961
ASSETS
) In thousands of
Neth.
guilders
Current Assets
Cash on hand and demand deposits............................................... Nfl.496,550
Time deposits....................................................................................... 314 Nfl.496,864
Marketable securities (at lower of cost or market) (Note E) 47,627
Notes receivable trade....................................................................... 323,811
Accounts receivable trade (less allowances for doubtful 
accounts and doubtful notes) (Note F)................................. 1,120,892
1,1444,703
Discounted notes ................................................................................ Cr. 181,084
1,263,619
Other receivables (less allowances) ............ ............................. . 149,311 1,413,130
Inventories: (Note G)
Factory inventories ................................................................... 1,006,331
Commercial inventories ...........................................   955,700
1,962,031
 Less: prepayments from customers....................................... 81,798 1,880,233
Other current assets:
Due from unconsolidated subsidiaries............. .................... 29,495
Prepaid expenses ................................................. ........ ............. 104,924 134,419
Total current assets........................................................................... 3,972,273
(Translated into 
thousands of 
U.S. 
dollars)
$137,931 
_______ 87
89,948
311,359
401,307 
Cr. 50,301
351,006
41,530
279,536
265,472
545,008
22,721
8,193
29,146
$138,018
13,230
392,536
522,287
37,339
1,103,410
Investments
Securities of affiliates (substantially at equity in their net 
assets) ....................................................................... ........................ 131,476
Indebtedness of unconsolidated subsidiaries not current..........  16,323
Security investments (at cost or less)........................................... 9,876
Other investments (at cost or less) (Note S)........................... 86,273 243,948
36,521
4434
2,743
23,965 67,763
Property, Plant and Equipment
At replacement value (Note H).................................................. .
Less: depreciation based upon replacement value (Note I)......
Intangible Assets (Note J)..................................................................
3,414,337
1,379,188 2,035,149
948,427
383,108 565,319
Nfl.6,251,370 $1,736,492
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COMBINED STATEMENT OF FINANCIAL POSITION OF PHILIPS INDUSTRIES AND 
UNITED STATES PHILIPS TRUST 
As at December 31, 1961
LIABILITIES AND CAPITAL
In thousands of
Neth.
guilders
(Translated Into 
thousands of
U. S.
dollars)
Current Liabilities
Payable to banks:
Notes ........................................................................................... Nfl.175,246 $ 48,679
Accounts....................................................................................... 436,340 Nfl.611,586 121,206 $ 169,885
Accounts payable, trade ...................................................................
Accrued liabilities:
313,039 86,955
Provision for tax on income...................................................
Accrued expenses:
267,804 74,390
Interest ................................................................................ 19,025 5,285
Salaries and wages............................................................ 30,677 8,522
Other .................................................................................. 177,385 49,273
Deferred income ............ .......................................................... 3,510 975
Various specific provisions ...................................................... 120,517 618,918 33,477 171,922
Other current liabilities:
Profit to be distributed (Note K)......................................... 146,298 40,638
Other current liabilities............................................................ 342,866 95,240
Long-term liabilities, due within one year ......................... 47,508 536,672 13,197 149,075
Total current liabilities ........................................... 2,080,215 577,837
Long-Term Liabilities (see Combined Capital Structure op
Philips Industries and United States Philips Trust)
Debentures (due 1962-1979)......................................................... 186,185 51,718
Mortgages ...........................................................................................
Other long-term liabilities:
58,453 16,237
Due to banks.............................................................................. 38,763 10,768
Due to others (Note L)............................................................ 766,193 212,831
1,049,594 291,554
Less: due within one year (Note M).................................. 47,508 1,002,086 13,197 278,357
Minority Interests in Consolidated Subsidiaries
Capital .................................................................................................. 45,314 12,587
Earned surplus .................................................................................... 39,787 11,052
Revaluation surplus............................................................................ 5,488 90,589 1,525 25,164
Provisions
Provision for deferred taxation (Note N).................................. 199,542 55,428
Other specific provisions................................................................... 190,180 389,722 52,828 108,256
Contingent Liability (Note F)............................................................
Capital (see Combined Capital Structure of Philips Indus-
 
tries and United States Philips Trust)
6% Cumulative Participating Preferred Shares, par value
25 Neth. guilders per share
Authorized 10,000,000 shares
Issued 5,760,000 shares............................................... 144,000 40,000
Common Shares, par value 25 Neth. guilders per share
Authorized 110,000,000 shares
Issued 27,417,280 shares............................................... 685,432 190,398
Paid-in surplus (Note R)................................................................. 87,635 24,343
Retained earnings (Notes O and R)............................................. 1,412,103 392,251
——Revaluation surplus ..............................................................................
2,329,170 646,992
359,588 2,688,758 99,886 746,878
Nfl.6,251,370 $1,736,492
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COMBINED STATEMENTS OF SURPLUS OF 
PHILIPS INDUSTRIES AND UNITED STATES PHILIPS TRUST
 
1961
...... In thousands Neth. guilders
I960 1959 1958 1957  
Retained Earnings (Note R)
Balance at the beginning of period........................ Nfl. 1,232,159 Nfl. 975,197 Nfl. 757,997 Nfl. 616,471 Nfl. 524,734
Add, net income on the basis of accounting prin­
ciples customarily followed by the companies.... 326,242 396,846 350,687 243,812 186,864
Deduct, dividends:
In cash:
on 6% Cumulative Participating Preferred 
Shares .......................................................... 11,520 11,520 11,520 10,944 10,944
on Common Shares......................................... 109,669 104,227 99,045 75,186 69,306
Profit sharing with management and employees... 25,109 24,137 22,922 16,156 14,877
Balance at the end of period..................................... Nfl. 1,412,103 Nfl. 1,232,159 Nfl. 975,197 Nfl. 757,997 Nfl. 616,471
Paid-in Surplus (Note R)
Balance at the beginning of period.......................... Nfl. 121,646 Nfl. 154,037 Nfl. 118,245 Nfl. 63,622 Nfl. 54,625
Add, paid-in surplus from conversion of 5% Con­
vertible Debentures, less related expenses........ 66,641 54,623 8,997
Deduct, dividends in Common Shares:
on 6% Cumulative Participating Preferred
Shares (1% in 1961, 1960 and 1959)........ 1,440 1,440 1,440
on Common Shares (5% in 1961, 1960 and 
1959) ................................................................ 32,571 30,951 29,409  — —
Balance at the end of period.................................... Nfl. 87,635 Nfl. 121,646 Nfl. 154,037 Nfl. 118,245 Nfl. 63,622
Revaluation Surplus
Balance at the beginning of period........................ Nfl. 376,845 Nfl. 373,795 Nfl. 365,074 Nfl. 345,624 Nfl. 323,131
Add (deduct), revaluation (Note T)....................... (17,257) 3,050 8,721 19,450 22,493
Balance at the end of period................................... Nfl. 359,588 Nfl. 376,845 Nfl. 373,795 Nfl. 365,074 Nfl. 345,624
———— (Translated into thousands of U. S. dollars)—
1961 1960 19S9 1958 19S7
Retained Earnings (Note R)
Balance at the beginning of period....................... $342,266 $256,631 $199,473 $162,229 $138,088
Add, net income on the basis of accounting prin­
ciples customarily followed by the companies ... 90,623 104,433 92,286 64,162 49,174
Deduct, dividends:
In cash:
on 6% Cumulative Participating Preferred 
Shares ......................................................... 3,200 3,032 3,032 2,880 2,880
on Common Shares......................................... 30,464 27,428 26,064 19,786 18,238
Profit sharing with management and employees.. 6,974 6,352 6,032 4,252 3,915
Balance at the end of period..................................... $392,251 $324,252 $256,631 $199,473 $162,229
Paid-in Surplus (Note R)
Balance at the beginning of period.......................... $ 33,791 $ 40,536 $ 31,117 $ 16,743 $ 14,375
Add, paid-in surplus from conversion of 5% Con­
vertible Debentures, less related expenses.......... 17,537 14,374 2,368
Deduct, dividends in Common Shares:
on 6% Cumulative Participating Preferred
Shares (1% in 1961, 1960 and 1959)........ 400 379 379
on Common Shares (5% in 1961, 1960 and 
1959) ................................................................ 9,048 8,145 7,739 — —
Balance at the end of period..................................... $ 24,343 $ 32,012 $ 40,536 $ 31,117 $ 16,743
Revaluation Surplus
Balance at the beginning of period.......................... $104,679 $ 98,367 $ 96,072 $ 90,954 $ 85,035
Add (deduct), revaluation (Note T)................. . (4,793) 803 2,295 5,118 5,919
Balance at the end of period..................................... $ 99,886 $ 99,170 $ 98,367 $ 96,072 $ 90,954
Note: The balances in U. S. dollars at the beginning of 1961 differ from the balances at the end of 1960 due to the 
revaluation of the Neth. guilder.
NOTES TO FINANCIAL STATEMENTS
Note B. Application of the Principle of Valuation at Replacement Value
Fixed assets and inventories of Philips Industries are shown at replacement value; changes in this value are either 
credited or charged to Revaluation Surplus, which is shown under “Capital" in the Combined Statement of Financial 
Position. In the calculation of the replacement value the efficiency of the assets concerned is taken into 
This means that the calculation takes into account not only the mathematical change in value in relation to the price 
level but also a lower degree of efficiency of the asset in relation to a replacing asset.
Replacement value is determined on the basis of the price trends of the various assets in the countries where they 
are located. In making such determinations price indexes are employed.
In the calculation of net income, the cost of the goods sold which includes depreciation of property, plant and 
equipment, is computed on the basis of replacement value. In times of rising price levels, as in recent yean, the 
use of replacement values results in a lower net income than would be the case if the items concerned were charged 
to the Profit and Loss Account at historical cost prices.
For the convenience of American readers. Philips Industries has estimated what its consolidated net income would 
have been if Philips Industries had employed accounting principles generally accepted in the United States, including 
computing depreciation on the basis of historical cost rather than replacement value. The estimated adjustment this 
would require is set forth in the Combined Summary op Earnings of Philips Industries and United States Philips 
Trust.
If the method of historical cost had been applied in the past, it is estimated that the Revaluation Surplus, as shown 
in the Combined Statement of Financial Position as at December 31, 1961 would have been eliminated as follows:
In thousands of 
Neth. guilders
(Translated into 
thousands at 
U. S. dollars)
Added to Retained Earnings................................................
Deducted from Fixed Assets................................................
Revaluation Surplus as at December 31, 1961................
Nfl. 279,788 $77019
79,800 22,167
Nfl. 359,588 $99,886
Note G. Inventories
Inventories are on the basis of replacement value and are after deduction of allowance for possible obsolescence. 
Changes in the replacement value are credited or charged to Revaluation Surplus.
NOTE H. Property, Plant and Equipment
A summary of the combined property, plant and equipment accounts at December 31, 1961 follows:
(Translated into thousands
Thousands of Neth. guilders ..... of U. S. dollars) 
Replacement Allowance for Net
amount
Replacement Allowance for 
depreciation
Net
amount value depreciation
Land and buildings............ Nfl. 1,626,034 Nfl. 402,255 Nfl. 1,223,779 $451,676 $111037 $339039
Machinery and equipment 1,585,171 953,066 632,105 440,325 264041 175,584
Houses and land................ 140,086 23,867 116,219 38013 6,630 32083
Vacant sites......................... 63,046 — 63,046 17,513 — 17,513
Totals ................ Nfl. 3,414,337 Nfl. 1,379,188 Nfl. 2,035,149 $948,427 $383,108 $565,319
Increases in the revalued amounts of property, plant and equipment in the years 1957-1961 have been debited to 
these accounts as follows:
(Translated into
Thousands of thousands of
Neth. guilders U.S. dollars)
1961 ........................ ............... Nfl. 23,882 $6,634
1960 ........................ ............... 37,623 9001
1959 ........................ ............... 8,412 2014
1958 ........................ ............... 13,763 3,622
1957 ........................ ............... 8,996 2,367
These amounts have been credited to Revaluation Surplus after deduction of an amount for deferred taxation based 
on actual tax rates. This deduction is transferred from deferred taxation to Revaluation Surplus in accordance with 
depreciation of the assets revalued (see Note B).
The allowance for depreciation at December 31, 1961 includes extra depreciation of Nfl. 148,284,000 (U. S. 
$41,190,000) applicable to fully depreciated assets still in use (see Note I).
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NOTES TO FINANCIAL STATEMENTS—(Continued)
Note I. Depreciation and Amortization Policy
Depreciation of physical assets of Philips Industries is provided over the estimated service lives of the various 
classes of property on the basis of their replacement values (see Note B) using the straight-line method. In view of 
the wide variety of properties within each major class or functional group, it is not practicable to list the individual 
rates of depreciation used.
With respect to assets which have become fully depreciated in the accounts but which are still in use, the companies 
continue to provide depreciation just as though the assets were not fully depreciated, but beginning in May 1957 with 
respect to companies in the Netherlands, and beginning May 1959 with respect to companies outside the Netherlands, 
the additional provisions for “extra depreciation" were reduced by 50%. These changes in policy applicable to "extra 
depreciation" had no material effect on income.
When fixed assets are retired, the asset and allowance for depreciation accounts are relieved of the applicable 
amounts. Profits or losses on retirements are credited or charged to the "extra depreciation" account The depreciation 
on the balance sheet includes both the "normal" depreciation and the "extra" depreciation.
In general maintenance and repairs are charged to income as incurred. Cost of relining glass furnaces, mainte­
nance of dwellings and other minor items are charged to reserves created out of income. Renewals, and betterments 
are capitalized if they extend the service life of the asset.
The depreciation and amortization policies followed by companies controlled by the United States Philips Trust are 
stated in the financial statements of the Trust included in the Registration Statement.
Note T. Revaluation Surplus
The reduction in revaluation surplus in 1961 is due to:
In thousands of
Neth. guilders
Deduction in connection with revaluation of the
(Translated into 
thousands of 
U. S. dollars)
Neth. guilder ....................................................... Nfl. 71,271
Revaluation increase in relation to price level .... 54,014
Net reduction.................................. Nfl. 17,257
$19,797
15,004
$ 4,793
The following is an excerpt from the Auditors' Report:
In our opinion, based upon our examination and upon the report of Messrs. Smith and Harder, the 
financial statements listed in the accompanying index present fairly (a) the financial position of Philips 
N. V. at December 31, 1961 and the results of its operations for the years 1957 through 1961 and 
(b) the combined financial position of Philips Industries and the United States Philips Trust at December 
31, 1961 and the combined results of their operations for the years 1957 through 1961, all in con­
formity with generally accepted accounting principles in the Netherlands applied in all material respects 
on a consistent basis. Also in our opinion, the information under Combined Capital Structure of 
Philips Industries and the United States Philips Trust and Capital Structure of Philips N. V. is fairly 
presented.
There are certain differences between the accounting principles followed by the companies 
and those generally accepted in the United States of America. In our opinion, the differences which 
have a material effect on the computation of net income are set forth in the notes following the com­
bined summary of earnings. The application of accounting principles generally accepted in the United 
States of America would, in our opinion, have required the adjustments in net income which have 
been estimated and are reflected in the aforementioned summary of earnings.
Klynveld, Kraayenhof & Co.
Eindhoven, the Netherlands, 
March 12, 1962.
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B. Companies Presenting Unadjusted Statements Supplemented 
by Price-Level Information.
B-1. Indiana Telephone Corporation (U.S.)
Beginning with Its annual report for the year 1955, 
the Indiana Telephone Corporation has prepared its 
financial statements in two-column form, one column 
showing the results under conventional accounting 
methods and the other reflecting adjustments of 
depreciation and the related asset accounts. The 
following excerpts are taken from the report of the 
company for the year ended December 31, 1961. In 
the examples, Column A contains the conventional 
accounting statements of the corporation; Column B 
contains the supplementary price-level information.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
30
INDIANA TELEPHONE CORPORATION
COMPARATIVE INCOME STATEMENTS
Year 1960 ________ Year 1961________
Column A Column B  Column A Column B
REVENUES
( ) denotes red figure.
The accompanying Notes to Financial Statements 
are an integral part of these Income Statements.
Local service-------------------------------------
Toll service.-----------------------—-----------
Miscellaneous-------------------- ---------- —...
Less—Provision for uncollectibles.-------
Total revenues—-Net...........................
EXPENSES
Estimated inroads on total plant re­
sulting from current wear and tear, 
decay, obsolescence, etc. (Note 1).-----
Maintenance (Note 4)----------------------....
Traffic .........-----------------------
Commercial----------------------------- ----------
General office salaries and expenses.-----
Other operating expenses.........---- -------
Total.................. ....................................
Taxes
State and local property-------------- ---
Indiana gross income.----------------------
Social security.-------------------------------
Federal income.------------------------------
Total taxes.............................................
Total expenses.......--------- -------------
NET OPERATING INCOME (Note 2)
Add—Other income—Net.-------------- .....
INCOME AVAILABLE FOR 
FIXED CHARGES
Deduct—Fixed charges
Interest on funded debt............. .—........
Other fixed charges---------------- --------
Total fixed charges................... ..........
NET INCOME (Note 1)_____-....................
Deduct—Preferred stock dividends.—..
NET INCOME APPLICABLE TO 
COMMON STOCK
Deduct—Common stock dividends.-------
NET INCOME AFTER DIVIDENDS......
Total number of stations in service
at end of year................................................
$2,893,188.76 $2,898,183.76 $2,517,535.04 $2,517,535.04
1,245,447.11 1,245,447.11 1,324,400.63 1,324,400.63
133,458.52 133,458.62 134,874.69 134,874.69
14,168.49 14,168.49 15,650.54 16,650.54
$8,757,920.90 $3,757,920.90 $3,961,159.82 $3,961,159.82
$ 471,624.61 $ 593,798.84 $ 501,821.66 $ 656,318.47
480,676.28 480,676.28 525,196.33 525,196.33
846,965.78 846,966.78 927,321.16 927,321.16
224,250.40 224,250.40 255,645.54 255,645.54
127,833.79 127,833.79 194,460.22 194,460.22
100,853.48 100,858.48 134,370.52 134,370.52
$2,202,204.19 $2,324,378.52 $2,538,815.43 $2,693,312.24
$ 189,092.64 $ 189,092.64 $ 201,605.94 $ 201,605.94
48,940.44 48,940.44 51,459.82 51,459.82
55,272.51 55,27251 61,662.82 61,662.32
589,834.26 589,834.26 493,985.99 493,985.99
$ 883,139.85 $ 883,139.85 $ 808,714.07 $ 808,714.07
$3,085,344.04 $3,207,518.87 $3,347,529.50 $3,502,026.31
$ 672,576.86 $ 550,402.53 $ 613,630.82 $ 459,133.51
23,666.84 28,666.84 18,190.17 18,190.17
$ 696,248.20 $ 574,068.87 $ 681,820.49 $ 477,323.68
$ 141,812.49 $ 141,812.49 $ 148,770.88 $ 148,770.88
5,263.70 5,268.70 8,039.88 8,039.83
$ 146,576.19 $ 146,576.19 $ 156,810.71 $ 156,810.71
$ 549,667.01 $ 427,492.68 $ 475,009.78 $ 320,512.97
61,472.59 61,472.59 60,671.20 60,671.20
$ 488,194.42 $ 366,020.09 $ 414,338.58 $ 259,841.77
— — 828,829.71 828,829.71
$ 488,194.42 $ 366,020.09 $ 86,008.87 ($ 68,487.94)
40,491 40,491 42,771 42,771
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INDIANA TELEPHONE CORPORATION
BALANCE SHEETS
DECEMBER 31, 1961
ASSETS
Column A Column B
 TELEPHONE PLANT including construction in
  progress (Note 1)...---------------—.—..—
Less: Estimated inroads on total plant
resulting from accumulated wear and 
tear, decay, obsolescence, etc.--------------
MATERIAL AND SUPPLIES----------- -------- --------------------------------------
OTHER PHYSICAL PROPERTY AND INVESTMENTS.-------------------
CURRENT ASSETS
Cash and special deposits....... -----------------------------------------------------
Temporary cash investments-—At cost plus
accrued interest receivable.-------------------------------------------------
Accounts and notes receivable—Net-------------------------------------------
PREPAYMENTS AND DEFERRED CHARGES—
$11,661,053.53
3,618,897.28
$ 8,042,156.25
$ 164,941.54
$ 61,128.15
$ 408,064.00
844,677.08
330,926.98
$ 1,583,668.06
$ 94,054.84
$ 9,945,948.84
$14,683,370.59
4,809,533.85
$ 9,873,836.74
$ 164,941.54
$ 61,128.15
$ 408,064.00
844,677.08
330,926.98
$ 1,583,668.06
$ 94,054.84
$11,777,629.33
ACCOUNTANTS’ OPINION
To the Stockholders of 
Indiana Telephone Corporation
We have examined the balance sheets of Indiana Telephone Corporation as of Decem­
ber 31, 1961, and the related statements of income and surplus for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. We previously made a simi­
lar examination for the year ended December 31, 1960.
In our opinion, the accompanying financial statements shown under Columns A 
present fairly the financial position of the Company as of December 31, 1961, and the 
results of its operations for the year then ended, in conformity with generally accepted 
accounting methods applied on a basis consistent with that of the preceding year.
In our opinion, however, the accompanying financial statements shown under Columns 
B more fairly present the financial position of the Company and its results of operations 
since recognition has been given to variations in the purchasing power of the dollar, as 
more fully set forth in Note 1 of the financial statements.
HERDRICH, BOGGS AND CO. 
Certified Public Accountants
Indianapolis, Indiana 
March 1, 1962
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STOCKHOLDERS’ EQUITY AND LIABILITIES
Column A Column B
STOCKHOLDERS* EQUITY
Common stock—No par value, stated value
$10.00 per share, 250,000 shares authorized. 
206,605 shares issued of which 1,818 shares
are held in treasury.----- ...---------------------------
Capital surplus.------------------------------------ ...............
Capital adjustment (resulting from conversion 
of historical' cost to current dollars) 
charged to: (Note 1)
Income, 1954 to 1961, inclusive.-------------
Telephone plant, to be charged to income
in future periods...—------ ------------
Earned surplus-------- ---------------------------------------
Less: Stock discount and expense-----------------
Cumulative Preferred Stock (Note 3)--------—.....
$2,047,870.00
614,369.20
$2,047,870.00
614,869.20
FIRST MORTGAGE SINKING FUND BONDS—Less current 
sinking fund payments (Note 8)-----------------------—--------
CURRENT LIABILITIES
Sinking fund payments—Bonds and preferred stock..
Accounts payable..--- -------- ------------------- - —------ ...
Dividends payable--------------------------- ............—..... ...
Federal income tax payable.______ ____ _____ _____
OTHER DEFERRED CREDITS___.................................-----------  -----------
The accompanying Notes to Financial Statements 
are an integral part of these Balance Sheets.
1,040,086.77
76,682.48
$3,526,742.49
1,198,600.00
$4,725,242.49 
$ 4,244,000.00
$ 64,000.00
167,891.87
97,028.05
277,985.99
336,652.17
$ 933.552.68
$ 43,153.77
$ 9,945,948.84
982,414.68
1,831,680.49
107,671.14
76,682.48
$5,358,422.98
1,198,600.00
$6,556,922.98
$ 4,244,000.00
$ 64,000.00
167,891.87 
97,023.05
277,985.99
336,662.17
$ 933,552.68
$ 43,153.77
$11,777,629.33
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INDIANA TELEPHONE CORPORATION 
STATEMENTS OP SURPLUS 
FOR THE YEAR ENDED DECEMBER 31, 1961
CAPITAL SURPLUS
Column A
BALANCE, December 81, 1960........................................................................... $ 10,898.20
Year 1961
Add:
Excess of market value over stated value of 
29,493 shares of no par value common stock
issued as a common stock dividend as of
March 14, 1961........................................................... ................... 501,381.00
Excess of stated value over cost of 259 shares
of no par value common stock received as
a stock dividend............................................. ................................ 2,590.00
BALANCE, December 81, 1961........................................................................... $ 514,369.20
EARNED SURPLUS
BALANCE, December 81, 1960........................................................................... $1,761,157.16
Year 1961
Add—Net income, year 1961....................................................................... 475,009.78
Total.—......................................... ...... ..................................... $2,226,166.93
Deduct:
Stock dividend
Market value ($27.00 per share) of 29,493 shares 
of no par value common capital stock issued,
as of March 14, 1961, as a common stock dividend...... $ 796,811.00
Cash—fractional shares............................................................... 670.51
Cash dividends declared:
On common stock........................................................................................827,659.20
On preferred stock......................................................................... 60,671.20
Expense and premium on bonds retired
through sinking fund—Net............................... .......................... 880.82
Expense and discount on preferred stock retired
through sinking fund—Net—.................................................... 388.93
Total deduction.....................................................  .........  ...... $1,186,081.16
BALANCE, December 81, 1961........................................................................... $1,040,085.77
Column B
$ 10,398.20
501,381.00
2,590.00
$ 514,369.20
$ 973,239.33
320,512.97
$1,293,752.30
$ 796,811.00 
670.51
827,659.20
60,671.20
880.82
388.93
$1,186,081.16
$ 107,671.14
The accompanying Notes to Financial Statements 
are an integral part of these Statements of Surplus.
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INDIANA TELEPHONE CORPORATION
SOURCE AND DISPOSITION OP FUNDS
YEAR 1961
FUNDS PROVIDED:
Net income (per Column B) (Note 1)..._..............................................
Expenses deducted in arriving at the above
net income which did not require funds:
Estimated inroads on total plant resulting 
 from current wear and tear, decay, obsolescence, etc.
Telephone plant.............................................................................
Vehicles and other work equipment.........................................
Miscellaneous physical property..............................................
Amortization of bond expense and premium—Net......................
Proceeds from sale of bonds.......................................................................
Salvage value of materials, etc. recovered from plant retired......................................................
Decrease in working capital.................................................................................... ..............................
Total funds provided...............................................................................................
FUNDS APPLIED:
Gross additions to plant including construction in progress............................................. .........
Dividends—Common stock ................................................................................................... ..................
Dividends—Preferred stock.................................................................................... ...............................
Sinking fund—Bonds and preferred stock........................................................................................
Coat of removal of plant retired...........................................................................................................
Prepaid current charges—Net................... ............................................................................................
Cost of preferred stock reacquired.............................................~.................................................. .....
Miscellaneous .............................................................................................................................................
Total funds applied...................................................................................................
$ 320,612.97
666,318.47
9,399.57
439.23
1,208.28
600,000.00
62,965.55
391,628.36
$1,942,462.43
$1,460,331.93
328,329.71
60,671.20
44,000.00
30,576.43
11,964.69
4,929.00
1,659.47
$1,942,462.43
| NOTES TO FINANCIAL STATEMENTS
NOTE (1)
The historical cost of telephone plant is expressed in the dollar values current at the various dates of 
its acquisition or construction. Dollars are a means of expressing purchasing power at the time of their 
use. It is improper to deal with dollars of different purchasing power as mathematical likes. Unless they 
are converted to a common denominator they will not express the business or economic truth. We believe 
that the only sound basis for businessmen, commissions, taxing bodies, and others to proceed intelligently 
is to begin with accounting data which rests on a sound economic foundation.
What is commonly referred to as “depreciation” is referred to in this report as “Estimated inroads on 
total plant resulting from current wear and tear, decay, obsolescence, etc.”
The inroads on total plant in connection with current operations must be ascertained from Bound 
estimates of the wear, tear, decay, and obsolescence occurring. Actually, all that is being done is to con­
vert to current dollars the only significant item of expense which would not be so stated under current 
methods of accounting.
The amount shown on the balance sheets as “Estimated inroads on total plant resulting from accumu­
lated wear and tear, decay, obsolescence, etc,” is merely the accumulated total of the annual charges against 
income, however determined.
The problem of accounting for dollar value changes varies with the length of life of the plant, its 
various dates of installation, and the rate of change (generally a decline) in the purchasing power of 
the dollar. The problem created by the changing value of the dollar exists in varying degrees in all busi­
nesses which have fixed plant not consumed in one year.
To accomplish the foregoing objectives the historical cost of telephone plant, the estimated inroads 
on total plant resulting from wear and tear, decay, obsolescence, etc., and the current-year estimates of 
such costs have been converted into current dollars. The effects are shown in Column B of the income 
statement for 1960 and 1961, and in Column B of the balance sheets at December 31, 1961. This is not done 
in the financial statements presented under Column A. which are presented substantially in accordance
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INDIANA TELEPHONE CORPORATION
NOTE (1) (continued)
with the accounting usually prescribed by regulatory authority. Such accounting requires that “depreci­
ation” be based on the original cost of plant and gives no recognition to changes in the purchasing power 
of the dollar since the dates the plant was acquired or constructed.
We believe the information shown in Column B presents the accounting data on a sound economic 
basis. In order that comparisons may be made with other companies, however, we have furnished the con­
ventional information under Column A. When other companies begin to show the information which we 
show in Column B, it will be possible to realistically compare our results with theirs.
The realistic net income for 1961 is $320,512.97 or (154,496.81 less than the amount shown in Column A. 
This reduction in net income results from repricing in current dollars the estimated current inroads on 
plant.
Since the present Internal Revenue Code does not recognize this increase of cost measured in current 
dollars it is not deductible for computing Federal income tax payments, and the Company in fact pays 
taxes on alleged earnings which economically do not exist. Therefore, the Federal income tax for 1961 
is stated in Column B in the same amount as in Column A. If this additional amount of (154,495.81 were 
deductible, as it should be, a reduction of $80,338.84 in Federal income tax for 1961 would result.
The repricing of the historical costs referred to above for 1960 was made on the basis of price-level in­
formation furnished by Earl L. Carter, a Registered Professional Engineer, in a detailed current-cost study 
dated January 1, 1961. The repricing of the historical costs has been brought forward through December 31, 
1961, on the basis of information which Mr. Carter prepared from the index of wholesale prices, “AU com­
modities other than farm and foods,” issued by the Department of Labor, covering said period.
 Our experience in the past shows that the methods followed by the Company have been conservative.
NOTE (2)
Under the law of Indiana your Company is entitled to earn a fair return on the fair value of its 
property used and useful in the public service in addition to a return of such property. (Note (1) deals 
with a return of the property.) In determining whether a fair return is being earned on the fair value of 
the property, the figure entitled “Net Operating Income” in Column B may be considered to be substan­
tially the “return” figure.
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B-2. Hercules Powder Company (U.S.)
The Hercules Powder Company discloses the effect of
cost and price-level changes in the "General Statistics" 
section of its annual report. Three selected items are 
restated—research expenditures, gross fixed assets, and net 
income. A recent example is shown below.
GENERAL STATISTICS
Tear
Number of 
Common
Stockholders
Average
Number of 
Employes*
Wage and 
Salary 
Costs*†
ResearchExp nditures
RESTATEMENT OF REPORTED DATA  
IN DOLLARS OF CONSTANT VALUE 
Research 
Expenditures 
(Adjusted to 
1060 Costs)‡
Gross Fixed Assets 
(Revalued in Terms 
of Dec. 31,1960 
Construction Costs)§
Net Income 
(Adjusted to 
1960 Consumers' 
Prices)||
THOUSANDS OF DOLLARS
1951 9,148 11,160 53,103 5,433 7,900 280,000 15,600
1952 9,619 10,079 52,980 0,394 8,800 292,000 12,500
1953 9,703 10,089 58,325 7,905 10,300 298,000 12,900
1954 9,049 10,943 60,714 7,578 9,600 318,000 15,600
1955 9,883 11,259 67,005 7,903 9,600 326,000 21,000
1956 11,111 11,365 71,537 10,523 12,200 356,000 19,300
1957 12,555 11,497 76,719 10,172 11,200 369,000 19,100
1958 12,698 10,743 74,326 10,816 11,500 376,000 17,900
1959 13,546 11,221 84,302 11,602 12,000 389,000 23,800
1960¶ 10,833 13,810 106,716 14,090 14,100 448,000 27,200
*Includes employes engaged in construction but excludes those at U. S. Govemment-owned ordnance plants. 
†Includes provisions for pensions and other employe benefits.
‡As measured by U. S. Bureau of Labor Statistics' index of hourly earnings in all manufacturing industries.
§ As measured by the engineering News-Record construction cost index.
||As measured by the Consumers' Price Index of the U. S. Bureau of Labor Statistics. 
¶1960 includes Imperinl, prior years have not been restated.  
The corresponding unadjusted net income amounts were 6
as follows: 7
1951 $13,656 1955 $19,012 1959 $23,397 8
1952 11,218 1956 17,703 i960 27,165 9
1953 11,681 1957 18,116 10
1954 14,140 1958 17,509 11
It will be noted that the adjusted net income figures were 
computed merely by increasing the unadjusted amounts by a 
percentage equal to the percentage increase in the price-level 
index. No adjustment was made of depreciation or of other 
components of the net income.
1
2
3
4
5
12
13
14
15
16
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B-3. Eastman Kodak Company (U.S.)
The Eastman Kodak Company, in the "Management 
Comments" of its annual report, presents a chart which compares 
the sales of the Company with the Gross National Product for 
a ten-year period, both sets of data having been expressed in 
"constant dollars." The following comment was made in the 
1961 report:
Over the past ten-year interval, the percentage 
gain in Kodak sales, adjusted for price changes, has 
been more than double the gain in the U. S. economy 
as measured by Gross National Product, also adjusted 
for price changes.
1
2
3
4
5
6
7
8 
9
10
11
12
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C. Companies Adjusting Depreciation Charges as a Result
of Recorded Revaluations of Fixed Assets.
First Group--Revaluation Under Government Revalorization
Provisions:
C-1. Simca--Prospectus dated April 17, 1959, containing 
financial statements for the year ended December 
31, 1958. (France)
The following excerpts describe the procedures 
followed by the company:
From "Notes to Financial Statements," p. 32.
Note 4--Property, Plant and Equipment and 
Reserves for Depreciation.
Under French tax laws, companies may recognize 
the loss in purchasing power of the French franc 
by revaluing their fixed assets. The revalua­
tion of physical properties may be based on 
estimates of current useful value with the 
limitation that the value thus found may not 
exceed the amount that would have been obtained 
by applying approved coefficients to the 
original cost of the properties and to the 
recorded provisions for depreciation. These 
coefficients which are published by the French 
Government are intended to give expression to 
the change in price level each year beginning 
with the year 1914. Upon recording such a 
revaluation, companies may subsequently deduct 
from taxable income depreciation computed on 
the basis of the higher amounts. The surplus 
resulting from revaluation is maintained in a 
special reserve for revaluation and may be used 
to increase the stated value of capital stock 
upon payment of a relatively small tax.
The Company has revalued its properties on 
three separate occasions, at the end of 1945, 
1949, and 1951, on the basis of coefficients 
of revaluation authorized by the French 
Government as of those dates. See Note 9 to 
Financial Statements. Thereafter, the Company 
has charged against earnings depreciation on 
the higher amounts, as permitted by French 
tax law.
1
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40
41
42
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Fixed assets were carried In the accounts at 
these revalued amounts, and depreciation expense, 
based on these amounts, was deducted in the profit 
and loss statement in arriving at net operating 
income for the year. When assets were revalued, 
the credit was to "surplus from revaluation of 
fixed assets,” which arose as follows:
From "Notes to Financial Statements," p. 35:
Nora 9—Surplus from Revaluation or Fixed Assets
See Note 4 to Financial Statements, This surplus arose as follows:
Revaluation of assets:
Fixed assets:
Reserve for
Amount depreciation Net
1945.......................... Fra. 742,410 Frs. 388,260 Frs. 354,150
1949....................... .. 2,107,968 1,253,245 854,723
1951,...................... 1,889,920 775,348 1,114,572
4,740,298 2,416,853 2,323,445
Foreign currencies:
1945 .............................................................. .. ........................ 35,727
Frs.2,359,172
Less: Stock dividends:
1947................................... Frs. 250,000
1950...................................90,316
1951.. ............... .................. 250,000
1954.. ................................ 1,000,000 1,590,316
Frs. 768,856
Excess of sales proceeds over book-value of 
machinery sold to UNIC .................... 447,797
Total ............ ..................Fr1,216,653
1
2
3
4
5
6
7
8
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C—2. Montecatini Mining and Chemical Company—1960 Annual Report. 
(Italy)
The following excerpts from the notes to consolidated 
financial statements in the report describe the procedures
followed by the company:
Note 1. Basis of Presenting Financial Statements,
Under Italian monetary and Belgian tax laws, com­
panies have been permitted to recognize, to some 
extent, loss in purchasing power of the respective 
country’s currency through permission to restate 
assets (and related reserves) at amounts In excess 
of cost on the basis of co-efficients established 
under the law. The last revalorization enactment 
in Italy was in 1952 and related only to assets 
acquired in 1946 or earlier. As to the Belgian 
company, the last revalorization of assets was 
made in 1949. Depreciation has been charged 
against Income based on the higher amounts.
Note 2. Inventories.
The inventories are valued at the lower of the 
previous year’s price (actual cost or historical 
cost as revalorized in accordance with legal co­
efficients) or market to the extent that the 
quantities existed at the beginning of the year 
and at the lower of cost or market to the extent 
that quantities Increased during the year.
Note 3. Investments in and Advances to Affiliated 
and Associated Companies.
Investments in and advances to affiliated and 
associated companies are stated at cost or re­
valorized cost except that in certain instances 
where losses have been incurred the investment 
has been written down.
Note 4. Property, Plant and Equipment.
Property, plant and equipment are stated at re­
valorized amounts as described In Note 1 with 
additions subsequent to the revalorization dates 
being stated at cost....
The amount resulting from revalorization of the assets 
was included with capital surplus on the balance sheet.
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C-3. Nippon Telegraph & Telephone Public Corporation,
prospectus dated May 2, 1961, containing financial 
statements for the year ended March 31, 1960. (Japan)
The following excerpts from the prospectus indicate the 
procedures followed by the company:
From “Notes to Financial Statements," p. 23.
Note 2--Plant and Equipment:
As provided for by regulations under the basic law 
relating to NTT, plant assets at April 1, 1954 
were revalued upwards. Under the Assets Revaluation 
Law substantially all major Japanese companies re­
valued their fixed assets. The purpose of the 
revaluation law was to provide for depreciation 
charges adjusted for the substantial monetary 
inflation which occurred immediately after World 
War II. NTT adopted certain of the detailed 
indexes to be used for revaluation purposes, as 
set forth in the revaluation law, but for the 
most part used current purchase or reproduction 
costs. Corresponding adjustments in accumulated 
depreciation were made simultaneously. Accordingly, 
plant and equipment accounts were increased by 
approximately 285,000,000 thousand yen and related 
reserves for depreciation by approximately 
145,000,000 thousand yen; the net amount of the 
revaluation, 140,754,740 thousand yen (390,985 
thousand U.S. dollars), is Included in surplus 
arising from revaluation of plant and equipment.
The results of the revaluation were approved by 
the Minister of Posts and Telecommunications, 
with minor adjustments which have been reflected 
in the statement of earnings under "Other (charges) 
and credits."
Depreciation expense, based on the higher amounts, was 
deducted as an "operating expense" in the "statement of 
earnings.”
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C-4. Tokyo Shibaura Electric Co., Ltd.--Report for six months 
ended March 31, 1957. (Japan) 
The report disclosed that a reappraisal was made of assets 
on April 1, 1954, the credit going to a capital reserve 
account. It was also indicated that the stockholders 
approved the capitalization of a portion of this 
reappraisal surplus by means Of the issuance of new 
shares. The following additional information was received 
from the Company’s Accounting Division Manager in a letter 
dated May 10, 1962:
1. Depreciation is calculated on the reappraised 
values.
2. The depreciation is deducted as an expense 
for the term.
3. The reappraisal amounts for assets were decided 
according to the Special Measure Law for Assets 
Reappraisal.
C-5. Yawata Iron and Steel Co., Ltd.--Annual Report for the 
year ended March 31, 1960. (Japan)
The Japanese Government placed into effect asset 
revaluation laws as needed to adjust for fluctuations in 
the price level. These laws stipulated criteria which 
determined the companies required to make the adjustments, 
and disclosed the procedures to be followed. The laws 
were passed for the following reasons:
(1) To adjust conspicuous differences between the 
book value and the actual value of fixed 
assets resulting from inflationary trends 
after the War;
(2) To establish a fair distribution in the burden 
of taxation;
1
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(3) To provide a firm structure of corporate capital 
through the legal enforcement of adequate depre­
ciation as provided by law;
(4) To correct undue disparity between the old and 
new stockholders.
In the case of the first law, the revaluation surplus was 
taxed at 6$, whereas, with the third law, "special tax 
measures were passed...for reducing or exempting revalua­
tion and fixed assets taxes." It was stated that "the 
surplus [arising from revaluation] was not to be used for 
any purpose except for charging the payment of the 
revaluation tax, absorbing of losses resulting from? the 
sale of revalued fixed assets, and for transfers into 
paid-up capital."
C. Companies Adjusting- Depreciation Charges as a Result of
Recorded Revaluations of Fixed Assets.
Second Group-Revaluations on the Basis of Appraisals by 
Outside Experts:
C-6. Creole Petroleum Corporation—1961 Annual Report. 
(Venezuela)
The following excerpts from the Company’s Annual Report 
indicate the techniques followed:
From "The President Reports," p. 5.
Property, Plant, and Equipment
Capital expenditures in 1961 totaled $34 million,
compared with $44 million in 1960.
During the year, the company retained independent
experts to appraise the current cost of reproducing 
its fixed assets, excluding concessions. For some 
time, it had been increasingly apparent that the 
unamortized portion of the company’s investments In 
physical plant, as recorded on its books based on 
historical costs, failed to reflect the true value 
of such investments when compared with today’s much
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
44 .
higher costs for the labor, material and services 
required in drilling and construction. This 
condition caused depreciation to be understated in 
terms of present costs and at the same time 
reflected earnings as being disproportionately high 
in relation to net assets. To rectify this situation, 
the company revalued its physical plant as of 
December 31, 1961, in accordance with the findings 
of the independent appraisers. This resulted in 
the addition of $405,955,005 to the net investment 
in property, plant, and equipment at year end.
From "Review of Company Finances," pp. 21 and 22.
As a result of the appraisal, $405,955,005 was added 
to the net investment in property, plant, and 
equipment as of December 31, 1961; a corresponding 
amount was added to shareholders’ equity described 
as surplus arising from revaluation of plant and 
equipment. The addition to fixed assets will be 
subject to depreciation in the company’s income 
statement starting January 1, 1962. It is esti­
mated that the additional depreciation resulting 
from revaluation will amount to $14,000,000 in 
1962.
In recording the results of the independent ap­
praisal, $461,839,026 was added to gross plant 
investment and $55*884,021 to depreciation 
reserves to indicate the economic remaining life 
of plant investment as estimated by the independent 
experts.
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’’Opinion of Independent Public Accountants,” p. 28. 1
To the Shareholders of Creole Petroleum Corporation
We have examined the consolidated statement of
financial position of Creole Petroleum Corporation 
and its subsidiaries as of December 31, 1961, and 
the consolidated statement of income and earned sur­
plus for the year then ended. Our examination was 
made in accordance with generally accepted auditing 
standards and accordingly included such tests of the 
accounting records and such other auditing procedures 
as we considered necessary in the circumstances.
As of December 31, 1961, an independent appraisal 
was made of the company's investment in physical 
plant, and the amount of such appraisal over un­
amortized cost, amounting to $405,955,005, was added 
to net Property, Plant and Equipment, A corresponding 
amount is reflected under Surplus arising from 
revaluation of plant and equipment. Under generally 
accepted accounting principles such revaluations, 
although seldom now adopted by companies in the 
United States for statement purposes, are generally 
regarded as permissible when appraised current values 
are formally recorded for all productive facilities 
subject to depreciation.
In our opinion, the accompanying financial 
statements with the foregoing explanation present 
fairly the consolidated financial position of Creole 
Petroleum Corporation and its subsidiaries at 
December 31, 1961, and the results of their operations 
for the year in conformity with generally accepted 
accounting principles. These principles have been 
applied on a basis consistent with that of the preceding 
year except for the revaluation of physical plant 
referred to above and further explained in the Review 
of Company Finances under the heading ’’Fixed Assets, " 
on page 21, which affected the statement of financial 
position at December 31, 1961, and which will affect 
net Income for 1962 and subsequent years,
Caracas, Venezuela 
March 8, 1962,
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C-7- St. Joseph Lead Company--1960 Annual Report.
Separate financial statements were presented in the 
report for Compania Minera Aguilar, S. A., a non- 
consolidated subsidiary in Argentina owned 99.9 per 
cent by St. Joseph Lead Company. The following 
extracts from the subsidiary’s financial statements 
reflect the effects of price level adjustments:
From Notes to Financial Statements, pp. 20-21:
(2) As of January 1, 1960 capital assets were subject to a revaluation as permitted by Argentine Law No. 15,272. The total 
appreciation of pesos 393,738,090 was applied to mining properties and mineral rights (pesos 52,489,454) and to land, buildings, 
plant and equipment (pesos 341,248,636); concurrently an equal amount was credited to other capital—arising from revaluation. 
At their revalued amount, net capital assets are still considered to be stated at less than present values.
Following the principle of Law No. 15,272, depletion of the original cost and of the 1936 valuation of mining properties and 
mineral rights, discontinued since 1950, has been recommenced. Depletion and depreciation of the amounts of 1936 and i960 appreci­
ation on revaluation charged against earnings in 1960 totaled pesos 32,256,045.
Application of the foregoing for tax purposes has resulted in a reduction of 1959 and 1960 income and extraordinary profits taxes 
of pesos 36,927,138, credited against the total of such taxes shown in the 1960 statement of earnings.
Following the practice of prior years, a special appropriation of pesos 46,679,556 for replacement of capital assets has been made
out of earnings for the year 1960. Similar special appropriations were made out of earnings in the preceding nine years aggregating 
pesos 253,119,600.
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From the Balance Sheet, pp. 20-21.
December 31, 1960
Capital Assets (Notes 2 and 4):
Mining properties and mineral rights:
Cost, including exploration and development prior
to the commencement of operations.....................
Less allowance for depletion................................
Appreciation arising from valuation in 1936 and
revaluation in 1960........................................... . .
Less allowance for depletion................................
Total mining properties and mineral rights, net
Land, buildings, plant and equipment*.
Cost . ..................................................................... .
Less allowance for depreciation . ... . . . 
Appreciation arising from revaluation in 1960 . .
Less allowance for depreciation...........................
Total land, buildings, plant and equipment, net 
Total capital assets, net. ................................
December 31, 1959 
Argentine paper pesos
4,401,217 
3,803 619
101,936,190
43,356,416
597,598
58,579,774
59,177,372
209,124,684
58,350,687
341,248,636
28,600,408
150,773,997
312,648,228
463,422,225
522,599,597
4,401,217
3,502,941 898,276
49,446,117
39,700,779 9,745,338
10,643,614
185,764,252
56,846,283 128,917,969
128,917,969
139,561,583
Reserves:
 Replacement of capital assets (Note 2).....................
Employees' compensation under Argentine social laws
Accidents . .....................................................................
Other .....................................................................................
317,217,498
22,153,315
28,760,840
28,412,717 396,544,370
270,537,942
19,844,743
20,817,511
21,705,481 332,905,677
Stockholders* Equity:
Capital Stock—Nominal value of 80 Argentine paper 
pesos each:
Authorized 2,500,000 shares 
Issued—1960, 2,375,000 shares; 1959, 1,375,000
shares ........................... .........
Other Capital (Note 2):
 Arising from 1936 valuation of mining properties 
and mineral rights (remainder after transfer of 
pesos 48,000,000 to stated value of capital stock) 
Arising from 1960 revaluation of capital assets .' .
190,000,000 110,000,000
1,446,736 1,446,736
393,738,090 395,184,826 — 1,446,736
From Statement of Earnings, p. 22.
Deduct:
Selling, general and administrative expenses.....................................................
Taxes, other than taxes on income..........................................................................
 Depreciation and depletion (Note 2).....................................................................
Total Deductions .....................................................................................
Earnings Before Tuxes on Income and Special Appropriation ......
Provision for Argentine Income and Extraordinary Profits Taxes, Net (Note 2)
Earnings before Special Appropriation ................................................................  
Special Appropriation for Replacement of Capital Assets (Note 2) • • • • • 
Net Earnings for the Year (after special appropriation) (Note 4)  . . . .
1960
Argentine paper 
pesos
21,987,274
30,464,216
34,841,170
87,292,660
236,213,922
32,706,966
203,506,956
46,679,556
156,827,400
1959
Argentine paper 
pesos
19,671,685
6,246,191
13,701,994
39,619,870
342,256,451
111,116,568
231,139,883
65,246,200
165,893,683
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Accountants' Report, p. 23.
St. Joseph Lead Company:
We have examined the balance sheet of Compania Minera Aguilar, S. A. 
(incorporated and doing business in Argentina) as of December 31,1960 and the 
related statements of earnings and unappropriated retained earnings for the year 
then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances.
During the year 1960 a special appropriation of 46,679,556 Argentine paper 
pesos for replacement of capital assets was made out of net earnings for the year. 
Similar special appropriations were made annually out of earnings in the preceding 
nine years, aggregating 253,119,600 Argentine paper pesos. In our opinion, 
accepted accounting principles require that such appropriations be set aside not 
out of earnings for the year but out of retained earnings.
In our opinion, except as described in the preceding paragraph the accom­
panying balance sheet with the footnotes thereon, and statements of earnings and 
unappropriated retained earnings present fairly the financial position of Compania 
Minera Aguilar, S. A. at December 31, 1960 and the results of its operations for 
the year then ended, in conformity with accounting principles generally accepted 
in Argentina and applied (except for the changes in the methods of accounting 
for capital assets and for inventories explained in Notes 2, 3 and 4 to the Balance 
Sheet) on a basis consistent with that of the preceding year.
The accounting for capital assets and related depletion and depreciation 
(including the charges to earnings of appropriations for replacement of capital 
assets) as described in Note 2 to the Balance Sheet differs from that normally 
accepted in the United States. However, in all other material respects the accom­
panying financial statements, in our opinion, have been prepared in conformity 
with accounting principles generally accepted in the United States.
HASKINS & SELLS
February 28, 1961
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C-8. The Bowater Paper Corporation Limited. (England) 1
From the 1959 Annual Report:
Fixed assets are taken at cost, with the exception 
of certain assets of the United Kingdom Mills 
Company which were revalued by the Directors at 
31st December 1955 and hydro-electric assets and 
water power rights in Newfoundland which were 
independently valued at 15th April 1955.
In answer to a request for more specific information 
regarding these revaluations, the Company Treasurer 
stated the following in a letter dated April 12, 1962:
1. Depreciation is calculated on the revalued 
amounts.
2. Depreciation is deducted as an expense in 
arriving at net profit.
3. The revaluation was made by the Directors of 
the Corporation on the basis of independent 
appraisal by professional valuers.
C-9* Electric & Musical Industries Limited. (England)
From the Annual Report for the year ended June 30, 1960:
Page 10:
The freehold land and buildings in the United 
Kingdom are as revalued in November 1959, at 
which date the book value was increased by 
£2,867,000 from £582,000 to £3,449,000. In 
certain overseas subsidiaries fixed assets 
have been revalued; the remaining fixed assets 
of the Group are at the net book value at 
June 30, 1948 with subsequent additions at cost. 
Page 15:
...the book value of £582,000 was written up to
£3,449,000 (which was less than the amount of 
the revaluation).
The following additional information was received from 
the Company’s Treasurer in a letter dated April 2,
1962:
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Re: Revaluation of Assets 1
In 1959 our Board decided to revalue the freehold 
land and buildings of this company situated in 
the United Kingdom. Many of our factories were 
built prior to 1939 and their written down book 
value was consequently far below their current 
market value.
Our plant and machinery has a much shorter life 
and in view of our replacement policy we did not 
feel the necessity to revalue our plant and 
machinery or fixtures and fittings in our pub­
lished accounts.
With regard to the specific questions you have 
asked, the information is as follows:
(1) Depreciation Is calculated on the revalued 
amounts.
(2) Depreciation is deducted as an expense In 
arriving at the net profit for the year.
We regard depreciation on current valuations 
as an essential cost of the business and not 
as an appropriation of profit.
(3) The revaluation adopted by the Board was 
based on a study undertaken by independent 
valuers. We do not revalue each year, but 
utilizing price indices make an assessment 
of the amount of appreciation which has 
occurred since the last Independent valua­
tion In 1959. If and when there is a 
reasonable difference between our book 
value and current valuations we will again 
revalue, this time using price indices for 
the purpose.
C-10. Selfridges Limited—Annual Report for the year ended 
January 3l, 1961. (England)
Freehold land and buildings were stated in the 
accounts at amounts determined by professional valuers 
in 1960. The surplus on revaluation was credited to 
a capital reserve account. The: remaining assets were
carried at cost or revaluation amounts determined in
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1940. Depreciation expense, based on the revalued 
assets, was deducted in determining profit for the 
year.
C. Companies Adjusting Depreciation Charges as a Result of
Recorded Revaluations of Fixed Assets.
Third Group-Revaluations Based on Appraisals But With 
Unusual Features.
C-12. Imperial Tobacco Company of Canada, Limited--1961 
Annual Report.
The fixed assets were revalued at replacement costs, 
less accumulated depreciation, based on appraisals 
made by independent appraisers as of December 31, 
1960 and 1961. The company proposes to restate fixed 
assets at current replacement cost every year and to 
establish annually the resulting increase in capital, 
which is reflected in the consolidated balance sheet 
in a "capital increment" account. Depreciation 
expense, based on these replacement costs, was de­
ducted in determining "earnings from operations."
As fixed assets were retired, a portion of the 
"capital Increment" arising from appraisals was 
transferred into retained earnings.
C-13. The Broken Hill Proprietary Co., Ltd.--Annua1 Report 
for year ended May 31, 1961. (Australia)
Fixed assets were revalued and the related depre­
ciation reserves were adjusted by amounts agreed to
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by the Board of Directors after considering 
valuations received, possible obsolescence, and the 
age and condition of various units of plant. These 
new values established in 1960 were less than the 
then estimated current replacement costs. The 
offsetting credit was to "assets revaluation reserve 
account.” A portion of this reserve was permanently 
capitalized by means of a stock dividend. Depre­
ciation expense was not based on the recorded 
revalued amounts for fixed assets. Instead, it 
was based on estimated replacement costs, which 
were higher than the new book values. The credit 
was to the "reserve for depreciation" account.
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D. Companies Adjusting Depreciation Only.
D-1. Ayrshire Collieries Corporation--196l Annual 
Report. (U.S.)
Following are those sections of the report
dealing with price-level adjustments: 
From Consolidated Balance Sheet, p. 3
June 30, 
1961
STOCKHOLDERS’ EQUITY 
Common stock, par value $3 per share, authorized 
800,000 shares; issued and outstanding —
June 30, 
1960
774,947 and 760,034 shares, respectively . . 2,324,841
Paid-in surplus ........................................................... 8,000,106
  Capital maintained by recognition of price-level 
  depreciation (see note on statement of income) 2,587,315
Earned surplus.......................................................... 21,137,040
34,049,302
2,280,102
7,250,728
2,378,391
24,855,977
 36,765,198
From Consolidated Income Statement, p. 4 5
June 30, 
1961
June 30, 
1960
Net Income.......................................................................... 3,055,388
Provision for price-level depreciation (see note) . . 208,924
3,719,322
195,585
Net Income, after deducting provision for
price-level depreciation..................................... $ 2,846,464 $ 3,523,737
NOTE: The provision for price-level depreciation represents the excess of depreciation cost measured by 
the current purchasing power of the dollar over depreciation cost measured by the purchasing power of the 
dollar at the dates of acquisition or construction of the companies* depreciable property. Reference is made 
to the opinion of Arthur Andersen & Co. for approval of this accounting.
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Auditors' Report, p. 5 1
Arthur Andersen & Co. 111 Monument Circle, Indianapolis 4
To the Stockholders and Board of Directors, Ayrshire Collieries Corporation:
We have examined the consolidated balance sheet of AYRSHIRE COLLIERIES CORPORATION (a Dela­
ware corporation) and subsidiaries as of June 30, 1961, and the related statements of income and surplus for the year 
then ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances.
In our opinion, the accompanying financial statements referred to above present fairly the consolidated finan­
cial position of Ayrshire Collieries Corporation and subsidiaries as of June 30, 1961, and their consolidated net in­
come for the year then ended, and were prepared in conformity with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year.
Generally accepted principles of accounting for cost of property consumed in operations are based on histor­
ical costs and do not recognize the effect of changes in the purchasing power of the dollar since dates of acquisition 
or construction of tire companies* depreciable property. In our opinion, therefore, the consolidated net income for the 
year is more fairly presented after deducting the provision for price-level depreciation because such provision does 
recognize the effect of changes in the purchasing power of the dollar.
August 21, 1961 Arthur Andersen & Co.
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D-2. Iowa Illinois Gas and Electric Company—i960 Annual Report. 1
Notes to Financial Statements, p. 19 2
FAIR VALUE DEPRECIATION
The cost depreciation expense as shown in the accom­
panying statement of income is computed in accordance 
with the general practice in the utility industry and in 
accordance with presently generally accepted accounting 
principles. However, because of the continuing increase 
in price levels, depreciation based on cost is not an ade­
quate measure of the property consumed in current opera­
tions.
A 1957 decision of the Iowa Supreme Court in the 
case of the City of Fort Dodge vs. Iowa-Illinois Gas and 
Electric Company gave recognition to the inadequacies of 
cost depreciation and permitted the recovery, through rates 
charged customers, of the fair value of the property used 
to serve customers. Rate increases which include an allow­
ance for fair value depreciation have subsequently been 
obtained in certain Iowa districts.
In June 1958, the Company began charging fair value 
depreciation to operating expenses based on the fair value 
of the property in those districts where such depreciation 
had been allowed in the determination of rates. An amount 
equivalent to revenues collected to provide fair value de­
preciation ($720,000 annually), after reduction for the 
estimated income tax on such increased revenues, or a net 
amount of $337,200 annually, has been credited to an 
account for capital maintained by recovery of fair value 
depreciation. This accounting has the approval of Arthur 
Andersen & Co. as set forth in their certificate.
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Statement of Income, p. 15 1
OPERATING EXPENSES:
Operation —
Gas purchased ......................................................................................
Production and transmission............................................................
Distribution ....... ......................................................................... .... ....
Commercial ............................................. ............................................
Administrative and general ..................................,........................
Total operation .................................................................
Maintenance...............................................................................................
Depreciation —
Cost ........................................... .... ........................................................
Fair value (see note) ...........................................................................
State, local and miscellaneous Federal taxes.................................
Iowa income tax...............................................................................
Federal income tax ....... ..................................................... .................
Deferred income taxes —
Accelerated depreciation ............................................... ....................
Accelerated amortization...................................................................
Total operating expenses .................. ............................
Operating income ............................. ...............................
Year Ended December 31
1959 1958
$16,016,889
4,937,454
2,613,206
1,844,769
2,869,742
$15,065,557
4,771,963
2,535,336
1,744,476
2,750,162
$12,310,992
3,773,252
2,296,509
1,612,428
2,659,139
$28,282,060 $26,867,494 $22,652,320
1,604,140 1,462,986 1,439,070
3,728,233
720,000
4,514,609
109,259
5,409,208
3,476,166
720,000
3,800,599
97,649
6,174,631
3,374,554
420,000
3,528,712
64,810
5,132,318
535,133
119,400
447,320
119,400
382,558
117,314
$45,022,042 $43,166,245 $37,111,656
$ 7,511,849 $ 7,393,559 $ 6,521,826
Balance Sheet, p. 17
SHAREHOLDERS’ EQUITY AND LIABILITIES
SHAREHOLDERS’ EQUITY:
Common shares —authorized 2,750,000 shares, $1 par value —outstanding 2,340,804 
and 2,300,292 shares, respectively, stated at...............................................................
Undistributed earnings............................... ............................................................................
Capital maintained by recovery of fair value depreciation (see note)...........................
Premium on $4.36 series preferred shares.................. ..
Preferred shares — authorized 200,000 shares, $100 par value, cumulative —
$4.36 Series, outstanding 60,000 shares........................................................................
$4.22 Series, outstanding 40,000 shares.............................................;........................
December 31
1960 1959
$ 39,710,743 $ 38,312,849
8,043,607 6,621,000
873,200 536,000
32,394 32,394
6,000,000 6,000,000
4,000,000 4,000,000
$ 58,659,944 $ 55,502,243
2
- 57 -
Accountants1 Certificate, p, 14.
To the Directors and Shareholders of
Iowa-Illinois Gas and Electric Company:
We have examined the balance sheet of IOWA-ILLINOIS GAS AND ELEC­
TRIC COMPANY (an Illinois corporation) as of December 31, 1960, and the 
related statements of income and undistributed earnings for the year then ended. 
Our examination was made in accordance with generally accepted auditing stand­
ards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. We previously 
had made a similar examination for the years ended December 31, 1958 and 1959.
In 1958, the Company commenced collecting increased revenues in certain 
of its operating areas in recognition of depreciation allowed in rate proceedings 
on the fair value of related property. To the extent recovered in increased rates, 
fair value depreciation has been recorded by the Company as set forth in the notes 
to the financial statements. Although generally accepted accounting principles 
presently provide that depreciation shall be based upon cost, it is our opinion that 
these principles should be changed with respect to depreciation to recognize in­
creased price levels. We approve of the practice adopted by the Company, since it 
results, in our opinion, in a fairer statement of income than that resulting from the 
application of generally accepted accounting principles. In all other respects, in 
our opinion, the financial statements were prepared in conformity with generally 
accepted accounting principles.
In our opinion, the accompanying balance sheet and statements of income and 
undistributed earnings present fairly the financial position of Iowa-Illinois Gas 
and Electric Company as of December 31, i960, and the results of its operations 
for the year then ended, and were prepared on a basis consistent with that of the 
preceding two years.
ARTHUR ANDERSEN & CO.
Chicago, Illinois, 
February 7, 1961.
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D-3. Sacramento Municipal Utility District--1957 Annual Report. 1
From Body of Report, p. 23 2
In 1957 the District adopted, with the full
approval of its independent auditors, Arthur
Andersen & Co., the principle of providing
depreciation based on the fair value of its
property. In periods of substantial inflation
or deflation, because of changes in the pur­
chasing power of the dollar, depreciation based
on cost is not a fair measure of the property
consumed in operations. This principle of
accounting, sometimes referred to as "price-
level depreciation”, recognizes that a utility
should collect in revenues an amount to cover
the fair value of its property consumed in op­
erations if the real capital dedicated to the
business (which for the District is its cus­
tomers’ equity) is to be maintained. The effect
of this change in principle on net revenue for
1957 is a reduction of $665,000, which is the
amount by which fair-value depreciation ex­
ceeds cost depreciation. This amount charged
against revenues is reflected in the accom­
panying balance sheet as a credit to "Accumu­
lated Price-Level Depreciation”, a part of the
"Customers’ Equity Employed in the Busi­
ness”.
From Balance Sheet, p. 27 4
CUSTOMERS’ EQUITY EMPLOYED IN THE BUSINESS:
 Accumulated price-level depreciation (Note 1) . . . .
  Accumulated net revenue -
Prior to 1957 .......................................................................
December 31
1957 1956
$ 665,000 $ -
26,289,197
4,747,914
26,289,197
$31,702,111 $26,289,197
$62,496,768 $55,049,822
Net revenue for the year 1957 ......................................................
59
Prom Income Statement, p. 28 1
Year Ended December 31
OPERATING EXPENSES:
Operation -
Purchased power........................................................................
Other................................................................. .....
Maintenance....................................................................................
  Provision for depreciation-
Computed on historical cost.......................................
 Additional provision to reflect increase
  in price level (Note 1)............................. .
Amortization of intangible plant costs.......................................
Total operating expenses.......................................
Net operating revenue ..........................................
1957
$ 4,590,667 
2,850,448 
465,155 
1,506,624 
665,000
$10,077,894 
$ 4,886,388
1956
$ 4,370,987 
2,622,715 
439,553
1,262,885
430,856
$ 9,126,996 
$ 4,717,726
Accountants' Certificate, p. 29 2
To the Board of Directors of
Sacramento Municipal Utility District:
We have examined the balance sheet of SACRAMENTO MUNICIPAL 
UTILITY DISTRICT as of December 31, 1957, and the related statement of 
net revenue far the year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. Power bonds outstanding at De­
cember 31, 1957 (for which there are no trustees) were confirmed by direct 
correspondence with the paying agent. We had made a similar examination 
for the year ended December 31, 1956. As set forth in Note 1 to the accompanying financial statements, the 
statement of net revenue reflects an additional charge for depreciation of 
$665,000; this charge is equivalent to the amount by which depreciation com­
puted on the cost of depreciable property adjusted to reflect current price levels. 
exceeds depreciation computed on cost. Although this practice is not yet recog­
nized as a generally accepted principle of accounting, it is our opinion that, 
for the District, it results in a fair statement of net revenue for the year, and 
we have approved its adoption. In other respects, the financial statements, in 
our opinion, were prepared in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year,
In our opinion, the accompanying balance sheet and statement of net 
revenue present fairly the financial position of Sacramento Municipal Utility 
District as of December 31, 1957, and the results of its operations for the 
year then ended.
San Francisco, California, 
January 30, 1958.  
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D-4. John Summers and Sons Limited--Annual Report for the 
year ended October 1, 1960. (England)
In this case, fixed assets were carried on the books at 
cost. In determining profit for the period, however, 
a charge was made in addition to depreciation on cost 
determined by reference to current replacement costs 
of capital assets existing at that time. The credit 
for this charge was to a capital reserve account.
D-5. Joseph Lucas (Industries) Limited--Annual Report for 
the year ended July 31, 1961. (England)
Fixed assets were shown in the balance sheet at cost.
In determining profit (surplus on trading), however, 
depreciation was charged on the basis of replacement 
cost. Depreciation in excess of that attributable to 
historical cost (totaling 500,000 pounds) was credited 
to a revenue reserve: "Replacement Reserve: Buildings, 
Plant, and Equipment."
D-6. Algemene Kunstzijde Unie N.V. (United Rayon
Manufacturing Corporation)—Prospectus dated December 
1953. (The Netherlands)
From "Notes to Financial Statements," p. 57.
The Company follows the policy of computing provi­
sions for depreciation of plant buildings and 
machinery and equipment based on estimated current 
replacement value. The estimated replacement value 
for each asset is determined basically by multiply­
ing the historical cost by a price factor, which 
represents the relation between the current price 
level and the price level in the year of acquiring 
the asset. The provision applicable to a specific
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asset is continued as long as the asset is used for 
productive purposes. That part of the annual 
provision applicable to historical cost is added to 
the reserve for depreciation, until the asset becomes 
fully depreciated, and the balance of the provision 
to a reserve entitled "Reserve arising from excess of 
depreciation based on estimated replacement value 
over historical cost depreciation." In order to pro­
vide for current increases in the price level 
applicable to depreciation provided in prior years the 
Company further increases the latter reserve by 
transferring thereto as necessary additional amounts 
from unappropriated earned surplus.
Fixed assets and depreciation reserves were stated 
in the accounts on a cost basis. Depreciation 
expense was reflected in the combined statements of 
income (p. 54), as follows:
ALGEMENE KUNSTZIJDE UNIE N. V. AND ENKALON N. V.
COMBINED STATEMENTS OF INCOME
Sales, less returns and allowances............................ 
Operating Charges:
Cost of sales-------- -------- ---------- ------ ------- ................
 Depreciation on historical cost basis---- ------------—
 Excess of depreciation based on estimated replace­
ment value over historical cost depreciation— 
Selling, general and administrative expenses..........
Preparatory costs (exclusive of amounts included in
depreciation) —.
Operating Income—
(In Dutch florins)
 ..... .. ....-For the Year .......—
1950 1951 1952
For the 
Twenty-eight 
Weeks Ended 
July 11, 1953
(Unaudited)
Hfl 119,941,013 Hfl 159,268,654 Hfl 150,001,196 Hfl 94,108,412
Hfl 70,850,572
6,570,224
Hfl 100,012,676 
7,787,323
Hfl 100,617,131 
9,822,900
Hfl 60,880,511
6,453,847
3,959,994
7,386,730
4,745,894
8,234,606
5,301,064
9,469,242
2,651,654
5,332,055
— — 2,357,328 330,683
Hfl 88,767,520 Hfl 120,780,499 Hfl 127,567,665 Hfl 75,648,750
Hfl 31,173,493 Hfl 38,488,155 Hfl 22,433,531 Hfl 18,459,662
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D-7. Wm. H. Muller Co.—1960 Annual Report, (The Netherlands) 
Fixed assets and depreciation reserves were carried 
on the books at cost. Commencing in 1960, the replace­
ment-value method was adopted for the ascertainment of 
the annual depreciation on "ships, cranes, and 
establishments," with the credit going to a "replacement 
reserve." Replacement-value depreciation expense is 
deducted in determining profit for the year.
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APPENDIX C 1
DEMONSTRATION OF THE ADJUSTMENT TECHNIQUE 2
The purpose of the following demonstration is to provide 
a simplified Illustration of the essential features of price-level 
adjustments of financial statements, and to contribute to an 
understanding of the effect of price-level changes. It is not 
intended to provide a detailed technical guide for the use of an 
accountant in preparing a set of adjusted financial statements 
for an actual case. 1/ It will be followed by comments on certain
1/ Technical aspects of price-level adjustments are discussed 
in the following publications, among others:
Ralph C. Jones, Price Level Changes and Financial Statements 
--Case Studies of Four Companies. American Accounting 
Association, 1955.
Ralph C. Jones, Effects of Price Level Changes on Business 
Income, Capital, and Taxes. American Accounting Association, 
1956.
Ralph D. Kennedy and Stewart Y. McMullen, Financial State­
ments—Form, Analysis, and Interpretation. Third Edition. 
Chapters 17-21. Richard D. Irwin, Inc., 1957.
Perry Mason, Price-Level Changes and Financial Statements— 
Basic Concepts and Methods. American Accounting 
Association, 1956.
variations and special problems not covered in the basic demon­
stration.
The illustration will include a two-year period, 
beginning with the opening of business. Adjusted income state­
ments will be prepared for each of the two years, and adjusted 
balance sheets for the opening of business, the close of the
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first year, and the close of the second year.
The following price-level index numbers are assumed for
use in the demonstration:
Opening of business 150 Second year--average 190
First year--average 160 Second year--end 200
First year--end 175
The financial statements will be restated in terms of
the dollar at the end of the second year, that is, in terms of
the "current dollar" when the index is at 200.
Other assumptions are:
1. The inventory is priced on a first-in, first-out 
(FIFO) basis.
2. All revenue and expenses, except for depreciation 
and that portion of the cost of goods sold repre­
sented by the beginning inventory, are earned or 
incurred evenly throughout each year, i.e., in 
effect, the transactions occur at the average price 
level of the year.
3. Dividends are declared and paid at the end of each
year.
4. At the beginning of the second year, $50,000 of the 
long-term liabilities are paid in cash, and $300,000 
are converted to capital stock.
5. Acquisitions of plant and equipment take place at 
the opening of business and at the close of the 
first year. The land on which the plant is located 
is held under a lease, so all items of plant and 
equipment are subject to depreciation. The average 
depreciation rate is 10% a year on the straight-line
basis.
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Comparative Income Statement (Historical Basis) 1
First Year Second Year 2
Sales $800,000 $1,000,000 3
Operating Expenses: 4
Cost of Goods Sold $470,000 $ 600,000 5
Depreciation 30,000 40,000 6
Other Expenses 280,000 300,000 7
$780,000 $ 940,000 8
Net Profit from Operations $ 20,600  $ 60,000 9
Dividends to Stockholders 5,000 10,000 10
Balance to Retained Earnings $ 15,000 $ 50,000 11
Retained Earnings,
Beginning of Year - 15,000 12
Retained Earnings,
End of Year $ 15,000 $ 65,000 13
Comparative Balance Sheet
Assets
Cash, Receivables, and Other 
Monetary Items
Inventories 
Plant and Equipment
Less: Accumulated 
Depreciation
Total Assets
Liabilities
Current Liabilities 
Long-term Liabilities 
Total Liabilities
Stockholders' Equity
Capital Stock
Retained Earnings
Total Stockholders’ Equity
Total Liabilities and 
Stockholders’ Equity
  (Historical Basis) 14
Opening of End of End of 15
Business First Year Second Year 16
17
18
$200,000 $195,000 $235,000 19
250,000 300,000 200,000 20
300,000 400,000 400,000 21
22
- (30,000) (70,000) 23
$750,000 $865,000 $765,000 24
25
$100,000 $200,000 $100,000 26
350,000 350,000 - 27
$450,000 $550,000 $100,000 28
29
$300,000 $300,000 $600,000 30
- 15,000 65,000 31
$300,000 $315,000 $665,000 32
$750,000 $865,000 $765,000 33
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Adjustment of the Income Statement
Sales
Sales took place evenly throughout the year, so, in 
effect, they took place at the average dollar of the year, i.e., 
when the price index was at the average for the year. The adjust­
ment of the sales amounts to the end-of-second-year dollar, or 
the current dollar, would be:
First year: $800,000 x 200/160 = $1,000,000
Second year: $1,000,000 x 200/190 = $1,052,632 
Cost of Goods Sold
Under the first-in, first-out (FIFO) method of inventory 
pricing, the cost of goods sold Is measured by the beginning 
inventory plus a portion of the merchandise purchased during the 
period.
First Year--The beginning inventory was acquired at the 
opening of business when the Index number was 150. The 
merchandise purchases were made at the average price level of the 
year, or when the index number was 160. The adjustments to 
express the cost of goods sold in terms of the current dollar
would be:
Beginning Inventory $250,000 x 200/150 = $333,333
Portion of merchandise purchases 220,000 x 200/160 = 275,000
Cost of goods sold $470,000 $608,333
The traditional calculation of cost of goods sold could have been 
used. (The merchandise purchases of $520,000 is derived from the 
other related figures.)
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Beginning inventory 
Merchandise purchases
Ending inventory 
Cost of goods sold
$250,000 x 200/150 = $333,333
520,000 x 200/160 = 650,000
$770,000 $933,333
300,000 x 200/160 = 375,000
$470,000 $608,333
Second Year—The beginning inventory of $300,000 at historical 
cost, or $375,000 as adjusted to the current dollar, is carried 
forward from the close of the first year. An additional $300,000 
(historical cost) is a part of the merchandise purchased during 
the second year when the price index was at 190. The adjustments
are:
Beginning inventory $300,000 x 200/160 - $375,000
Portion of merchandise purchases 300,000 x 200/190 = 315,789 
$600,000 $690,789
Depreciation
The most time-consuming step in the adjustment process 
is the ’’aging” of the depreciable property and the corresponding 
adjustment of the periodic depreciation. Strictly speaking, the 
date of acquisition of each item of property must be determined 
as well as its cost, and the corresponding depreciation must be 
adjusted to the current-dollar basis. Once the "aging” process 
has been carried out, however, it can be kept up to date with a 
relatively small amount of time and effort. Various simplifi­
cations can be introduced. All items acquired at approximately 
the same time, such as a month or a quarter, can be grouped 
together and treated as a single item, unless the depreciation 
charge to operations must be broken down for more detailed ac­
counting purposes. An arbitrary cut-off point can sometimes be 
used for the older items of property, which are often a small
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proportion of the total, and all items acquired prior to a certain 
point of time can be treated as though they were all acquired at 
the cut-off point. Where a very large number of similar units of 
equipment are in use, statistical methods are available for the 
aging calculation. Survivorship tables, similar to the mortality 
tables used by insurance companies, may be employed to determine 
under rules of statistical probability how many items are in use, 
classified by date of acquisition.
Ordinarily the simplest way to revise the depreciation
charges is to apply the normal depreciation rates to the adjusted
cost amounts. In the demonstration, the $300,000 of plant and
equipment used during the first year was acquired at the beginning
of that year, and the addition of $100,000 was acquired at the
close of the first year. The calculations are:
Plant and equipment, acquired at beginning of 
first year,
$300,000 x 200/150 $400,000
Plant and equipment, acquired at end of 
first year,
$100,000 x 200/175 114,286
Total adjusted cost of plant and equipment, 
beginning and end of second year $514,286
Depreciation, first year--10% of $400,000 $ 40,000
Depreciation, second year--10% of $514,286 51,429
Other Expenses
The other expenses were incurred evenly throughout each
year or at the average dollar of the year. The adjustments are:
First year, $280,000 x 200/160 = $350,000 
Second year, $300,000 x 200/190 = $315,789
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Dividends
Dividends to stockholders were declared and paid at the
end of each year. The adjustments are:
First year, $5,000 x 200/175 = $5,714
Second year, $10,000 x 200/200 = $10,000
Gain or Loss on Monetary Items
A loss in purchasing power of monetary items arises 
from holding monetary assets during a period of rising prices or 
from maintaining liabilities during a period of falling prices.
A gain is the reverse; it arises from holding monetary assets 
during a period of falling prices or from maintaining liabilities 
during a period of rising prices.
The purchasing-power gain or loss on monetary assets
and liabilities appears only on adjusted financial statements.
Differences of opinion exist as to the method of reporting these 
 gains and losses,2/ but for purposes of this demonstration, they
2/ Various methods of presentation in financial statements are 
illustrated and discussed in Appendix D.
will be treated in the income statement as separately disclosed 
elements in the determination of net profit.
The amount of the accumulated net gain or loss on 
monetary items can be calculated by determining the amount needed 
to balance the financial statements after making all adjustments 
of the nonmonetary accounts. A more detailed analysis, however, 
is desirable as a verification of the net gain or loss and to 
analyze it as to types of monetary items. The calculation in the
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demonstration will be made in two parts: (1) the gain or loss on 
the net current monetary items, and (2) the gain or loss on the 
long-term liabilities.
There are several ways of computing the gain or loss from 
holding monetary items. The computations which follow are in more 
detail than would ordinarily be needed because In an actual case 
calculation could be facilitated by grouping together items to be 
adjusted by the same multiplier. Regardless of the method chosen, 
however, care must be used to insure consistency. That Is, both 
sides of a transaction must be adjusted by the same index number.
In our illustration, for example, the choice of the index number 
at the end of the first year to adjust the acquisition of plant 
and equipment dictates that the outlay of monetary assets for 
plant and equipment In that year be adjusted by the index at the
same date.
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Net Current Monetary Items 1
Opening End of End of 2
of First Second 3
Business Year Year 4
Cash, Receivables, and 5
Other Monetary Items $200,000 $195,000 $235,000 6
Current Liabilities 100,000 200,000 100,000 7
Net Monetary Assets (Liab.) $100,000 ($ 5,000) $135,000 8
Unadjusted Adjusted 9
First Year: Amount Multiplier Amount 10
Net Monetary Assets - beginning $100,000 175/150 $116,667 11
add-- 12
Sales 800,000 175/160 875,000 13
$900,000 $991,667 14
deduct— 15
Purchases of Merchandise $520,000 175/160 $568,750 16
Other Expenses 280,000 175/160 308,250 17
Dividends paid at end of year 5,000 175/175 5,000 18
Plant and Equipment purchased
at end of year 100,000 175/175 100,000 19
$905,000 $980,000 20
Net Monetary Assets - end ($ 5,000) $ 11,667 21
(5,000) 22
Purchasing-power loss $ 16,667 23
Since this loss is stated in terms of the dollar at the end of 24
the first year, it must be converted into terms of the dollar at 25
the end of the second year for inclusion in the adjusted statements: 26
$16,667 X 200/175 = $19,047 (Loss) 27
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Second Year:
Unadjusted
Amount
Multi­
plier
Adjusted
Amount
1
2
Net monetary assets - beginning $ (5,000) 200/175 $ (5,714) 3add--
Sales 1,000,000 200/190 1,052,632 4
$ 995,000 $1,046,918 5
deduct-- 6
Retirement of debt at 7
beginning of year $ 50,000 200/175 $ 57,144 8
Purchases of merchandise 500,000 200/190 526,316 9
Other expenses 300,000 200/190 315,789 10
Dividends paid at end of 11
year 10,000 200/200 10,000 32
$ 860,000 $  909,249 13
Net monetary assets - end $ 135,000 $ 137,669 14
135,000 15
Purchasing-power loss $ 2,669 16
Long-term Liabilities 17
First Second 18
Year Year  19
Balance at beginning of year $350,000 $350,000 20
Balance at end of year 350,000 -0- 21
Decrease during year None $350,000 22
First year--The $350,000 of long-term liabilities remained 
constant throughout the year. The calculation of the purchasing- 
power gain for the year, converted into terms of the dollar at 
the end of the second year is:
$350,000 X 175/150 = $408,333 - $350,000 = $58,333 x 200/175 = 
$66,667 (Gain)
Second year--There is no gain or loss of purchasing power 
because the decrease took place at the beginning of the year.
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Summary 1
First Year Second Year 2
Loss on net current monetary assets $19,047 $2,669 3
Gain on long-term liabilities 66,667 - 4
Net gain or loss $47,620(Gain) $2,669(Loss) 5
The adjusted comparative income statement can now be 6
prepared in terms of "end-of-second-year" dollars and appears as 7
follows:
8
Adjusted Comparative Income Statement 9
First Year Second Year 10
Sales $4,000,000 $1,052,632 11
Operating Expenses: 12
Cost of Goods Sold $ 608,333 $ 690,789 13
Depreciation 40,000 51,429 14
Other Expenses 350,000 315,789 15
$ 998,333 $1,058,007 16
Net Profit (Loss) from Operations $ 1,667 $ (5,375) 17
(Loss) on net current monetary assets $ (19,047) $ (2,669) 18
Gain on long-term liabilities 66,667 - 19
Gain(Loss) on monetary items $ 47,620 :s (2,669) 20
Net Profit for the Year $ 49,287 $ (8,044) 21
Dividends to Stockholders 5,714 10,000 22
Balance to Retained Earnings $ 43,573 $ (13,044) 23
Retained Earnings, Beginning of Year - 43,573 24
Retained Earnings, End of Year $ 43,573 $ 25,529 25
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Adjustment of the Balance Sheet
Monetary Items
The amounts of the monetary items at the end of the 
second year require no adjustment since they are, as legal tender, 
or by agreement with the debtors and creditors, receivable or 
payable in current dollars. The amounts at the opening of business 
and at the end of the first year, however, must be restated in 
order to express them in terms of the purchasing power of the 
dollar at the end of the second year.
Cash, Receivables, and Other Monetary Items:
Opening of business, $200,000 x 200/150 = $266,667 
End of first year, $195,000 x 200/175 = $222,857 
End of second year, $235,000 x 200/200 = $235,000
Current Liabilities:
Opening of business, $100,000 x 200/150 = $133,333 
End of first year, $200,000 x 200/175 = $228,570 
End of second year, $100,000 x 200/200 = $100,000
Long-term Liabilities:
Opening of business, $350,000 x 200/150 = $466,667 
End of first year, $350,000 x 200/175 = $400,000 
End of second year, None
Inventories
The merchandise inventory at the opening of business
was acquired at the price level of that date. The inventories at
the end of the first and second years were under the FIFO pricing
method, assumed to have been acquired at the average price level
of each of the respective years. The adjustments to the current-
dollar basis, therefore, are:
Opening of business, $250,000 x 200/150 = $333,333 
End of first year, $300,000 x 200/160 = $375,000 
End of second year, $200,000 x 200/190 = $210,526
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Plant and Equipment
The adjustment of the plant and equipment was demonstrated
in the previous section, "Adjustment of the Income Statement." The
adjusted amounts for the plant and equipment were:
Opening of business, $400,000 
End of first year, $514,286 
End of second year, $514,286
The adjusted amount of accumulated depreciation can be derived from
the adjusted annual depreciation, as follows:
End of first year, 10% of $400,000 $40,000
Depreciation during second year, 10% of $514,286 51,429
Accumulated depreciation, end of second year $91,429
Capital Stock
The first $300,000 was issued at the opening of 
business. The next $300,000 was issued by conversion of long-term 
liabilities at the beginning of the second year. Expressed in 
terms of the current dollar, the adjusted capital stock appears
as follows:
Issued at opening of business, $300,000 x 200/150 = $400,000 
Issued at beginning of second year, $300,000 x 200/175 = 342,854 
Total, end of second year $742,854
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Retained Earnings
The adjusted retained earnings are derived from the 
series of adjusted income statements. As a matter of informative 
disclosure for purposes of this demonstration, the retained
earnings from ordinary operations will be shown separately from 5
the accumulated gain or loss on monetary items: 6
Retained earnings from operations:
Carried over from previous year 
Net profit or (loss) from operations
Adjusted dividends
Retained earnings from operations
7
First Second 8
Year Year 9
$ - ($ 4,047) 10
1,667 (5,375) 11
$1,667 ($9,422) 12
5,714 10,000 13
($4,047) ($19,422) 14
15Accumulated gain or loss on net monetary items:
Gain on net monetary items, first year $47,620 
Loss on net monetary items, sedond year 2,669 
Accumulated gain on net monetary items $44,$51
16
17
18
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Adjusted Comparative Balance Sheet l
Opening of 
Business
End of 
First Year
End of 
Second Year
2
3
Assets 4
Cash, Receivables, and Other 5
Monetary Items $ 266,667 $ 222,857 $235,000 6
Inventories 333,333 375,000 210,526 7
Plant and Equipment 400,000 514,286 514,286 8
Less Accumulated Depreciation - (40,000) (91,429) 9
Total Assets $1,000,000 $1,072,143 $568,383 10
Liabilities 11
Current Liabilities $ 133,333 $ 228,570 $100,000 12
Long-term Liabilities 466,667 400,000 - 13
$ 600,000 $ 628,570 $100,000 14
Stockholders' Equity 15
Capital Stock $ 400,000 $ 400,000 $742,854 16
Retained Earnings: 17
From Operations (after 18
dividends) - (4,047) (19,422) 19
Accumulated Gain or (Loss) on
Net Monetary Items - 47,620 44,951 20
Total Stockholders’ Equity $ 400,000 $ 443,573 $768,383 21
Total Liabilities and Stockholders' 22
Equity $1,000,000 $1,072,143 $868,383 23
Additional Comments
The demonstration assumed that no adjustment of the 
financial statements had been made prior to the end of the second 
year. This required the restatement of the historical income 
statement for the first year and of the historical balance sheets 
at the beginning and end of the first year in terms of the current 
dollar in order to make them comparable with the adjusted financial 
statements for the second year. If adjustments had been made at
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the end of the first year, the results at the end of the second 
year would have been the same, but the procedure would have been 
somewhat different. Each amount in the adjusted statements 
prepared at the close of the first year would have been multiplied 
by the fraction 200/175 in order to restate them for use in the 
comparative financial statements prepared at the close of the 
second year. Other calculations involving items carried over from 
the first to the second year would correspondingly be modified.
It was assumed in the demonstration that the inventory
was priced on a first-in, first-out (FIFO) basis. Other pricing
methods would require variations in the computations. For example,
if the last-in, first-out (LIFO) method had been used, the
inventory at the end of the first year would have consisted of
$250,000 acquired at the opening of business when the price-level
index was 150, and $50,000 acquired during the first year when the
average price-level index was 160. The calculation for the
adjustment to the current dollar would have been:
$250,000 x 200/150 = $333,333 
50,000 x 200/160 = 62,500
$300,000 $395,833
The corresponding amount of goods sold would have been acquired 
entirely from the first year’s purchases of merchandise and the 
adjustment calculation of the cost of goods sold for the first 
year would have been
$470,000 x 200/160 =$587,500
For the purposes of the demonstration, price-level 
index numbers were available only for the beginning, the end, and
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the average of each year. Index number series are usually 
available at monthly or quarterly intervals and should be used if 
greater refinement of the restated amounts is considered desirable.
 
On the other hand, a still greater simplification than the one used 
in the demonstration could be employed when the movement of the 
price level is relatively slow by assuming that the index number 
at the beginning of each year applied to all transactions during 
the year. The results might be sufficiently accurate for most
purposes.
In the demonstration, the accumulated gain or loss on 
monetary items and the accumulated undistributed earnings from 
ordinary operations were shown as separate portions of the 
retained earnings. This was possible because the illustration 
started with the opening of business and the accumulations could 
readily be computed over the two-year period. Where the price- 
level adjustment technique is put into effect for a company 
which has been in existence for a great many years, the accumulated 
adjusted retained earnings is obtained as a balancing figure in 
the first set of financial statements. To isolate the accumulated
gain or loss on monetary items would not be feasible since it 
would require calculating the purchasing-power gain or loss on 
monetary items back to the date of origin of the company. Either 
the accumulated amount must be left as an undivided and
unidentified portion of the retained earnings, or a practical 
compromise must be adopted such as starting the accumulation at a 
practicable date and disclosing this limitation of the accumulated 
amount by means of a footnote.
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APPENDIX D
GAINS AND LOSSES ATTRIBUTABLE TO THE HOLDING OF
MONETARY ITEMS WHEN PRICES CHANGE
An articulated set of financial statements (income 
statement, retained earnings statement, and balance sheet) which 
has been completely adjusted to dollars of equal purchasing power, 
balances only if an item is included which does not appear in 
unadjusted statements: the net purchasing power gain or loss 
resulting from the holding of monetary items while the price-level 
changes.
This gain or loss, which is unique to statements 
completely adjusted for changes in the purchasing power of the 
dollar, arises because "Every firm is forced to speculate somewhat 
in the value of the dollar.1/ In a period of rising prices, the
1/ Donald A. Corbin, "Impact of Changing Prices on a Department 
Store," The Journal of Accountancy, Apr. 1954, pp. 430-40.
value of the dollar falls and the holder of a monetary asset 
suffers a loss in the sense that his command over goods and 
services diminishes. On the other hand, a debtor gains when 
prices rise in the sense that the contractual amount of a lia­
bility remains constant and therefore represents a diminishing 
burden in terms of the effort or sacrifice required to meet the 
obligation; the contractual amount of a liability does not rise 
even though the general price level does. This gain or loss is 
real and stems from the fact that although the dollar value at
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which a monetary item is stated in the statements does not change, 
the value of the dollar in which it is measured does change. The 
gain or loss results from the holding of an asset or liability 
while its equivalent purchasing power increases or declines.
The presence of the gain or loss on monetary items in 
statements which have been adjusted for price-level changes creates 
a number of problems which do not exist in connection with 
unadjusted statements. This appendix is concerned with four such 
problem areas: (1) the nature of the items which give rise to 
purchasing-power gains and losses, (2) the relative importance of 
purchasing-power gains and losses on monetary items, (3) the 
computation of purchasing-power gains and losses on monetary items, 
and (4) the reporting of purchasing-power gains and losses in 
financial statements.
THE NATURE OF MONETARY ITEMS
The distinction between nonmonetary and monetary items 
is important in adjusting statements for changes in the price 
level. In general terms the book value (basis) of a nonmonetary 
Item is restated to give effect to inflation or deflation. A 
monetary item, on the other hand, is not restated, if the intent 
of the adjustments for price-level changes is to state all items 
in the financial reports in current terms.
The concept of monetary items which has been adopted in
this price-level study is as follows:
A "monetary" item is one the amount of which is 
fixed by statute or contract, and is therefore 
not affected by a change in the price level.
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In other words, regardless of what happens to the general price 
level, the monetary items remain fixed in terms of the current 
dollar. They are subject to change only if the financial data 
are to be expressed in terms of the dollar at some other point of 
time, or when comparative statements are prepared in terms of a 
common dollar. In the latter case past figures have to be revised 
to make them comparable with current amounts.
This concept of monetary items enables us to draw some 
conclusions regarding the nature of individual assets and lia­
bilities .
Types of Monetary Assets
The most obvious examples of monetary assets are cash 
or claims to cash--undeposited cash, cash in banks, accounts and 
notes receivable, mortgages and bonds receivable, and the like.
Marketable securities or investments in securities of 
other companies may conceivably be carried at cost, market value, 
or, in the case of notes and bonds, at face value plus or minus 
unamortized premium or discount. If carried at cost, they should 
be treated as nonmonetary assets and be adjusted for changes in 
the price level. If carried at market, they are already stated 
in current dollars and require no further adjustment, but, as was 
pointed out in chapter 2, the change in carrying value should be 
analyzed so as to separate the effect of the price-level change 
from the real appreciation (or the reverse). If notes and bonds 
are carried at face value plus or minus the unamortized premium 
or discount, they qualify for the category of monetary assets.
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Convertible bonds held as an investment may be difficult 
to classify since the intent to convert to stock is dependent upon 
a number of factors, both immediate and long range. A useful rule 
of thumb is to treat* such investments as monetary assets as long as 
the market price of the stock is below the conversion price, and 
as nonmonetary assets if the market price of the stock is at or 
above the conversion price. Convertible preferred stock presents 
a parallel problem.
Inventories are generally nonmonetary in character, but 
there are occasional exceptions such as goods produced under a 
fixed-price contract, or refined gold where the price is fixed by 
government fiat.
Prepaid expenses or "deferred charges" may present some 
difficulties of classification. Parts and supplies, if included 
in this group, are clearly nonmonetary. Such items as prepaid 
rent, advances of salaries and commissions, and the like, are 
essentially fixed-dollar amounts of receivables collectible In 
goods or services rather than cash. They may also be viewed as 
advance payments on liabilities which will accrue as time passes 
or as services are rendered. They may therefore be considered 
the equivalent of cash and be classed as monetary items.
Other examples include the proceeds of security issues 
which are sometimes held in the form of cash for some time before
invested or used for expansion of facilities. Sinking funds and 
pension funds are often at least in part in the form of uninvested 
cash or bonds. Advances to officers or to affiliates, cash
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surrender value of life insurance, and other long-term receivables 
are monetary items.
Types of Monetary Liabilities
A monetary liability is one which can be settled by the
payment of a fixed amount of dollars. This does not rule out
estimated liabilities. Practically all liabilities are monetary
in character, but occasionally one is found the amount of which 
2/by agreement is determined by the change in the price level.2/
Exceptions have occasionally occurred in the United States 
and more frequently in other countries where the obligation 
is linked to the price of gold, to a price-level index, to 
the currency of another country, or otherwise it is not a 
fixed amount in terms of the local currency. See, for 
example, A. Rubner, "The Abdication of the Israeli Pound 
as a Standard of Measurement for Medium and Long Term 
Contracts," The Review of Economic Studies, vol. 28, p. 69 
(1960); and Lionel A. Wilk, Accounting for Inflation,
Chapter 7, p. 81, Sweet & Maxwell Limited (London), 1960.
Such items as accounts payable, notes payable, deben­
tures and mortgage bonds, obligations under lease agreements 
(if shown in the balance sheet), withheld taxes, and accrued 
expenses will, with rare exceptions, clearly qualify as monetary 
items. "Deferred credits" such as unexpired magazine sub­
scriptions, prepaid rents and royalties, prepaid maintenance 
service, unearned insurance premiums, deposits on contracts, 
meter deposits, and other such items as advances by customers or 
loans which should be treated as monetary liabilities even though 
some of them are obligations which will be settled by the delivery 
of goods or the performance of services instead of cash. The
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price has been agreed upon and the amount is fixed in terms of
current dollars.
Unearned interest, discount and finance charges are 
monetary in character as offsets to or deductions from the face 
value of related receivables. Unrealized profit on installment 
sales can be treated as a monetary item since it is primarily an
offset to the related receivables.
Other examples include purchase contracts, deferred or 
postponed income taxes, and the liability for pension costs. The 
amounts involved may be estimates and may vary due to such factors 
as amortization of premium or discount, but these variations are 
in no way related to changes in the price level; the items can 
still be characterized as fixed-dollar or monetary.
Convertible bonds which can be exchanged for shares 
of common stock at the discretion of the holder present a 
troublesome problem. Until conversion irrevocably occurs, 
these obligations can properly be classified as liabilities.
If, however, it becomes advantageous for the bondholder to do so, 
he may step Into the role of a stockholder, sometimes with a 
resulting dilution of the other stockholders' equity. There are 
a number of factors which may lead the holder to carry out the 
conversion but he is unlikely to do so until the market price of
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the stock reaches the conversion price. A rule of thumb, 
which was suggested for convertible securities held as an 
asset, is to treat convertible bonds as monetary liabilities 
when the market price of the stock is below the conversion 
price, and as nonmonetary when the market price is at or 
above the conversion price.
What has just been said about convertible bonds 
would be applicable to convertible preferred stock or other 
convertible securities.
Monetary Items in the Stockholders' Equity
In general, the stockholders' equity, as the resid­
ual claim to net assets, is nonmonetary In character. The only 
important exception is the equity of the preferred stockholders. 
This is usually a fixed dollar amount; it may involve a retire­
ment premium in case of redemption, or other such modifications 
of the par value, but these are unrelated to changes in the 
price level.3/ The preferred stock account, therefore, should
3/ There may be occasional instances in which the preferred 
stock contract permits participation in assets in case 
of liquidation to such an extent that it loses its char­
acter as a fixed claim and should be treated the same as 
the common stock.
ordinarily be treated as a monetary item and the purchasing- 
power gain or loss should be computed in the same manner as that 
of a monetary liability. The result during a period of rising 
prices is that the loss in purchasing power of the preferred 
stockholders’ claim becomes an increase in the common stock­
holders' equity; during a period of falling price the preferred 
stockholders’ interest gains at the expense of the common 
stockholder.
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For example, assume that the opening balance sheet of a 
corporation is as follows:
Nonmonetary assets $200,000 Preferred stock $ 50,000
Common stock 150,000
$200,000 $200,000
Now suppose that the price level doubles before any other trans­
actions occur. The balance sheet would be adjusted as follows:
Nonmonetary assets $400,000 Preferred stock $ 50,000
Common stock $300,000
Plus purchasing-power loss
of preferred stock 50,000
$350,000
$400,000 $400,000
If, on the other hand, prices had dropped 50 per cent, the balance 
sheet would have shown the following situation:
Nonmonetary assets $100,000 Preferred stock $ 50,000
Common stock $ 75,000
Less purchasing power gain
of preferred stock 25,000
50,666
$100,000 $100,000
In the first case, where prices rose, the preferred stock interest 
was reduced from 25 per cent to 12½ per cent. In the second case, 
where prices fell, the preferred stock interest increased from 
25 per cent to 50 per cent.
These adjustments back and forth between the common and 
preferred stock equities are, like other purchasing-power gains and 
losses on monetary items, subject to change as the trend of the
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price-level changes, and are fully effective only through liquida­
tion of the business, retirement of the stock, or other disposition 
of the stock interest, events which ordinarily are indefinite as to 
date of occurrence. The presence of preferred stock does, however, 
act as a hedge by absorbing purchasing-power gains or losses which 
otherwise would adhere to the common-stock equity. For example, 
see the following table taken from the: report on The Reece 
Corporation on page 127 of Price Level Changes and Financial
4/
Statements—Case Studies of Four Companies, by Ralph C. Jones.4/
4/ American Accounting Association. 1955. 10
TABLE 10 11
DISTRIBUTION OF PURCHASING POWER LOSS BETWEEN PREFERRED 12
AND COMMON STOCKHOLDERS 13
1948-1951 14
(In Thousands of Dollars) 15
Total Loss (Gain) 16
Preferred Purchasing Absorbed by Loss (Gain) 17
Stock Power Loss Preferred to Common 18
Dec. 31 Outstanding (Gain)* Stockholders* Stockholders* 19
1948 $635 $26 $(12)# $38 20
1949 635 (24) (14) (10) 21
1950 617 43 38 5 22
1951 600 33 36 (3) 23
$30 24
* December 1951 dollars. 25
# Preferred stock was issued on August 31, 1948, when the pur- 26
chasing power factor was 1.079. 27
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SIGNIFICANCE OF GAINS AND LOSSES ON MONETARY ITEMS
The importance of the gains and losses on monetary 
items will vary a good deal from one company to another. 
Companies in the financial area have relatively small amounts 
of nonmonetary assets and are largely in a hedged position as 
to monetary assets and liabilities. Companies in other areas 
employing relatively large proportions of borrowed capital, or 
operating with extensive advances from customers, will typically 
have a balance of purchasing-power gains during a period of 
rising prices, while the others will ordinarily show a balance 
of purchasing-power losses. Companies which are in a position 
to assume the risks of operating with a higher proportion of 
borrowed working capital will to that extent be able to hedge 
the gains and losses on current monetary items.
The following examples are taken from the few actual 
cases which have come to our attention in which the gains and 
losses on monetary accounts were computed.
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The most extensive published study of gains and losses 
on monetary accounts is that made by William A. Paton, Jr.5/ He 
5/ A Study in Liquidity. University of Michigan. 1958.
calculated the effect of inflation upon the short-term monetary 
items of fifty-two nonfinancial companies for the period 1940-1952. 
Only two companies showed a net gain. Thirty-six showed an average 
annual loss rate (the relationship between the average loss and the 
average net current monetary assets) of five per cent or more over 
the twelve-year period. He estimated that the average loss for all 
United States corporations (excluding banks and insurance companies) 
was over $1 billion a year.
The study made by Professor Ralph C. Jones6/ of four
6/ Price Level Changes and Financial Statements--Case Studies
of Four Companies. American Accounting Association. 1955.
companies, covering, in general, the 1940's and early 1950's, 
showed varying results. The New York Telephone Company had an 
excess of current monetary liabilities (exclusive of bank loans) 
over current monetary assets, but the net purchasing-power gain 
amounted to less than .1 per cent a year on the adjusted equity of 
the invested capital--stock, bonds, and notes. The Reece 
Corporation suffered a purchasing-power loss of about 1.5 par cent 
a year of the total equity of the stockholders. (There were no 
bondholders or noteholders.) Both Armstrong Cork Company and 
Sargent & Company, the remaining two companies included in the 
study, had average annual losses on monetary items of about .6 to 
.7 per cent of the adjusted invested capital. The New York
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Telephone Company showed sizeable gains on its long-term debt.
A study of two public utility companies, covering the 
7/years 1938 to 1956, made by Professor Eldon S. Hendrikserr7/ also
7/ Price-Level Adjustments of Financial Statements. Washington 
State University, 1961. .. '
  
demonstrated the relatively greater significance of long-term debt 
in this type of industry. - The Washington Water Power Company showed 
an average loss on net current monetary items of a little over two 
per cent of the adjusted net income before including thia item; 
there was an average purchasing-power gain on the combined long­
term debt and preferred stock of almost 50 per cent. The corres­
ponding data for the Portland General Electric Company were a loss 
on the current items of over five per cent and a gain on long-term 
debt of 85 per cent.
A manufacturer in the aircraft industry prepared a 
series of adjusted financial statements for the period 1951 to 
1957 which have not been published, Due primarily to sizeable 
advances on Government contracts, the results showed purchasing- 
power gains in all but one year on the net current monetary assets. 
In two of the years, the gain was well in excess of the adjusted 
net income before including this item.
The materiality of the purchasing-power gains and losses 
on monetary items, then, will vary substantially from one company 
to another, but there is convincing evidence that the amounts can 
often be very significant.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
- 92 -
COMPUTATION OF PURCHASING-POWER GAINS AND LOSSES
ON MONETARY ITEMS
If all nonmonetary-account adjustments have been made, 
the amount required to balance a set of adjusted financial state­
ments will be the net purchasing-power gain or loss on the monetary 
items. If only the amount of the net gain or loss is desired, 
therefore, no further calculations are required. There are at 
least three reasons, however, making the direct calculation of 
the purchasing-power gain or loss on monetary items necessary or 
desirable: (1) the direct calculation serves to verify the amount 
of the net gain or loss, thereby insuring that the statements do, 
in fact, balance, (2) the reporting of gains and losses on current 
monetary items separately from those on long-term monetary items 
is often desirable, and (3) information regarding the effect of 
the individual monetary items on purchasing-power gains and 
losses may be useful In certain circumstances.
Conceptually, the calculation of the purchasing-power 
gain or loss on a monetary item is quite simple. The loss or 
gain can be measured in terms of the dollar at any given point 
of time. Three possible monetary units are: (1) the dollar at 
the end of the year, (2) the dollar at the beginning of the year, 
or (3) the base-period dollar. The following schedule demon­
strates these three variations in measuring or expressing the 
amount of loss on a monetary asset, or gain on a monetary 
liability, where a balance of $10,000 remained unchanged
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during a year when the general price-level index rose from 150 to 
200
End-of-year 
Dollar
$13,333(a) 
10,000
Balance—first of year 
Balance—end of year 
Boss (if an asset) or
gain (if a liability) $ 3,333
First-of-year
Dollar
$10,000 
7,500(b)
Base-period
Dollar
$6,667(c) 
5,000(d)
$1,667
(a) 200/150 X 10,000. (b) 150/200 X 10,000. (c) 100/150 X 10,000.
(d) 100/200 X 10,000.
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Each of these calculations shows the same result—there was a 25% 
loss in the value of the dollar which amounted to $3,333 in terms 
of the current end-of-year dollar, $2,500 in terms of the dollar 
at the beginning of the year, or $1,667 in terms of the base-period 
dollar. The amount which would appear In a set of adjusted fi­
nancial statements would depend upon the method used in adjusting 
other items; the current end-of-year dollar has been used in most 
experiments and studies of price-level adjustments, so we would 
ordinarily say that there has been a loss (if an asset) or gain 
(if a liability) of $3,333. The amount can also be calculated as: 
50/150 X $10,000 = $3,333.
If the price level had fallen during the year, there 
would be a rise in the value of the dollar which can be measured 
and expressed in the same manner. Assume that the price-level Index 
declined from 150 to 125. The calculation of the loss or gain on 
a monetary Item of $10,000, in terms of the end-of-year dollar, 
would be as follows:
Balance—first of year (125/150 X 10,000) $ 8,333 
Balance—end of year 10,000 
Gain (if an asset) or loss (if a liability) $ l,667
There has been a 20 per cent increase In the value of the dollar
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and the gain or loss can be expressed as $1,667 in end-of-year 
dollars. It can also be calculated as: 25/150 x $10,000 = $1,667.
Where the price-level adjustments are made in terms of 
the end-of-period dollar, it can be said that the monetary assets 
and liabilities are automatically adjusted since the amounts 
shown in the end-of-period balance sheet are always receivable 
or payable in current dollars--$10,000 in the previous illustra­
tion. In a comparative balance sheet, however, the amounts for 
the previous years must be adjusted so that they will be ex­
pressed in terms of the current dollar and therefore be comparable 
to the amounts in the end-of-period statement--in the previous 
illustrations, $13,333 would appear in the adjusted balance 
sheet at the close of the previous year if the price index rose 
from 150 to 200, or $8,333 if the index fell from 150 to 125.
Computation of the purchasing-power gain or loss is 
somewhat more complicated in actual practice, however, because 
the monetary items rarely remain unchanged throughout the year.
Additions and deductions in the account must therefore be taken
into consideration as well as beginning and ending balances.
For purposes of illustration, it will be assumed that all 
adjustments are made in terms of the current end-of-year dollar. 
(Unless the price changes have occurred with great rapidity, the 
index for the last month or quarter of the year can be used as the 
equivalent of the end-of-year index.) The following demonstration 
shows the calculation of the gain or loss for a period during 
which prices are rising. The price index stands at 150 at the
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beginning of the period. An addition to the account takes place 
when the Index has reached 160 and a deduction when it has reached 
180. At the end of the period, the index has risen to 200. The 
technique is to convert the opening balance and each change Into
end of period dollars and subtract the closing balance to obtain 
the amount of the loss or gain.
Index Unadjusted Adjusted
Amount
7
8No. Amount Multiplier
Balance - beginning 
Addition
Deduction
Balance - end
150
160
180
$25,000 
5,000
$30,000
10,000
$20,000
200/150
200/160
200/180
$33,333
6,250
$39,583
11,111
$28,472
20,000
9
10
11
12
13
14
Loss (if an asset) or gain (if a liability) $ 87,475 15
Another way of making the computation Is to compute the loss or 16
gain for each successive balance, and convert the result to end- 17
of-year dollars. 18
_______Loss or Gain _____19
Unadjusted Adjusted Conversion End-of-year 20
Amount Multiplier Amount Amount Factor Dollar 21
Balance -
160/150 $2,083
22
beginning $25,000 $26,667 $1,667 200/160 23
Addition 5,000
200/180 4,167
24
$30,000 180/160 33,750 3*750 25
Deduction 10,000 26
Balance -
200/180 2,222
27
end $20,000 22,222 28
Loss (if an asset) or gain (if a liability) $8,472 29
In this simple illustration, one addition to the monetary 30
item and one deduction from it, both at known index levels, are 
assumed. In the usual case, in which numerous transactions take 
place during the period, grouping is required in order to facilitate 
the use of average indexes. Additions to monetary items and 
deductions from monetary items may be grouped, depending on the
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degree and rapidity of price change, on a monthly, quarterly, or 
annual basis. Monetary and nonmonetary items should be grouped 
in the same manner in order to make the results of any adjustments 
comparable.
If it can reasonably be assumed that all transactions 
during the period took place at the average price level of the 
period, the calculations can be considerably simplified and con­
densed. If this assumption is made in the previous illustration 
and if the average price-level index of the period is 1708/, the
8/ Note that this would be the average of the monthly or quarter­
ly index figures for the period and would not necessarily 
correspond to the index at the midpoint of the period.
calculation of the loss or gain for the period would be; 13
Index Unadjusted Adjusted 14
No. Amount Multiplier Amount 15
Balance - beginning 150 $25,000 200/150 $33,333 16
Addition 170 5,000 200/170 5,882 17
$30,000 $39,215 18
Deduction 170 10,000 200/170 11,764 19
Balance - end 200 $20,000 $27,451 20
20,000 21
Loss (if an asset) or gain (If a liability) $ 7,451 22
The computation can be simplified, as follows: 23
Index Unadjusted Adjusted 24
No. Amount Multiplier Amount 25
Balance - beginning 150 $25,000 200/150 $33,333 26
Net deduction 170 5,000 200/170 5,882 27
200 $20,000 $27,451 28
20,000 29
Loss (if an asset) or gain (if a liability) $ 7,451 30
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This assumption that all transactions took place at the 
average dollar of the period is most commonly applied to the 
current monetary items, and the calculation Is further simplified 
by applying the index numbers to the net current monetary assets 
and liabilities. The assumption is of course proper only when the 
price-level changes are not erratic, when the transactions occur 
with considerable frequency and regularity, or, in general, where 
the conditions permit a presumption that the results will be 
reasonably accurate, as compared with a more detailed calculation. 
Such conditions are more apt to exist in the case of the current 
than the noncurrent monetary items.
Foreign Monetary Items—If monetary assets represent 
foreign currencies or if monetary liabilities are payable in 
foreign currencies, such as the monetary assets and liabilities of 
a foreign subsidiary included in a consolidated balance sheet, the 
purchasing-power gain or loss is determined by the fluctuations in 
the price level in the foreign country. Ideally, under complete 
freedom of trade and of the determination of exchange rates, the 
exchange rate would reflect the relative purchasing power of the 
two currencies. The rate, if expressed in U. S. dollars, Would 
fall if the general priee-level index rose faster in the foreign 
country than it did in the United States, or would rise if the 
reverse situation existed. The difference between the U. S. dollar 
equivalent of any given amount of a foreign monetary item at the 
beginning and end pf a period would be the purchasing-power gain 
or loss for that period.
Actually, the ideal situation seldom, if ever, exists. 
There are often artificial controls on exchange rates as well as
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restrictions on goods and services which can be bought and sold. 
Foreign monetary items can be translated into current U.S. dollars 
with the use of an exchange rate at which a transfer of funds 
could take place, but this will not necessarily provide a basis 
for the calculation of the purchasing-power gain or loss. Some 
procedure will have to be adopted for each case, the results of 
which correspond as closely as possible to the ideal conditions.
If funds in a foreign country cannot be repatriated 
because of exchange restrictions, it would be best to treat them 
as nonmonetary assets and value them at their market value in
the United States.
REPORTING PURCHASING-POWER GAINS AND LOSSES
Whenever a set of adjusted financial statements is 
prepared, the net purchasing-power loss or gain on monetary items 
during a period of time results in a corresponding decrease or 
increase in the stockholders’ or other residual proprietary 
equity. There are, however, differences of opinion as to whether 
any or all of the losses or gains should appear in the income 
statement and be included in the calculation of net income for
the period.
Ralph C. Jones9/ considered the problem at some
9/ Effects of Price Level Changes on Business Income, Capital,
and Taxes, p. 23. Arnerican Accounting Association. 1956.
length and concluded that:
If some reasonable basis could be found for allocating 
monetary capital to various functions such as expansion,
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debt retirement, and operation, gains and losses on 
the operating portion would certainly be worthy of a 
place in an income account purporting to show net 
business income in real terms. Since no comparable 
item is found on conventional income statements and 
since the separation of current (operating) monetary 
capital from other monetary accounts is difficult 
and uncertain, management generally may prefer to 
treat purchasing power changes in all monetary ac­
counts as a separate category.
In each of the four cases included in the American Accounting 
Association study made under the direction of Professor Jones,
10/ Price Level Changes and Financial Statements--Case Studies
of Four Companies. American Accounting Association. 1955.
the net gains and losses on monetary items were shown only in 
the analysis of the changes in the stockholders’ equity in the 
sets of adjusted financial statements. In the report on the 
Armstrong Cork Company, the earnings per share of common stock 
were computed by different methods (p. 8l), and Professor Jones 
commented that (1) the exclusion of all purchasing-power gains 
and losses on monetary items "has the practical advantage of 
making a minimum departure from customary methods and at the 
same time marking the furthest limit to which governmental 
bodies are ever likely to go in recognizing changes in the value 
of the dollar," (2) the rationale of the inclusion of the gains 
and losses on the net monetary assets and the exclusion of the 
gains and losses on the preferred stock (there were no bonds In 
this case) Is "that purchasing power gains and losses on net 
monetary assets have to be recognized to get a reasonable picture 
of operating results but that changes in the purchasing power
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of senior securities represent shifts in the real equities of 
various classes of permanent investors and as such should not 
be allowed to affect the income account of the corporation 
itself," and (3) the inclusion of all purchasing power gains and 
losses "probably gives the most realistic measure of the total 
effect of inflation or deflation on the common stock."
The report of the Study Group on Business Income11/,
11/ Changing Concepts of Business Income. The Macmillan Company. 
1952.
while lending support to the presentation of "information that 
will facilitate the determination of income measured in units of 
approximately equal purchasing power," did not mention purchasing- 
power losses and gains on monetary items as a component of such 
calculations. That this was intentional seems to be indicated
by a consideration of a report of the Committee on Concepts and 
Standards Underlying Corporate Financial Statements of the 
American Accounting Association12/ in the supplementary comments
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12/ "Price Level Changes and Financial Statements. Supplementary 
Statement No. 2." Accounting Review, Oct. 1951, pp. 468-474.
of George 0. May and Oswald Knauth (pp. 135-139):
A more important difference of opinion is presented by the 
statement of the association’s committee: "The measurement 
of price level changes should be all-inclusive; all state­
ment items affected should be adjusted in a consistent 
manner." This would mean, we take it, that unless changes 
in the value of the dollar are to be taken into account in 
respect of purely monetary transactions they should not be 
taken Into account in determining charges against revenues 
in respect of consumption of physical property... Such a
20
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proposal seems to us to confuse two distinct objects and 
to be tantamount to rejection of the proposal of which 
the committee approves.
An "all-inclusive" adjustment would result, inter alia, in 
showing a loss rather than income as being derived from the 
maturing of a* savings bond of $100 which had been purchased 
ten years earlier for $75 if the purchasing power of the 
dollar had fallen more than 25 per cent in the interval.
Such a view is, we believe, politically impracticable. It 
is not, in our opinion, a natural or logical corollary of 
the proposition that dispositions and consumptions of 
physical properties in the course of business activities 
should be measured in units of the same purchasing power 
as the revenues in measuring income derived from those 
activities. This Income itself would still be expressed 
in monetary units comparable with those in which other 
forms of income are measured.
In the study made by the manufacturer in the aircraft
industry, to which previous reference was made, the gains and
losses on net current monetary assets were shown on the adjusted
income statement after "Earnings Before Purchasing Power Gains
(Losses) on Net Current Monetary Assets." In this case, the gain
on the debentures, "Decrease in purchasing power of debentures,"
was shown in a schedule entitled "Statement of Consolidated
Stockholders’ Equity—Adjusted."
Eldon S. Hendricksen, in his case study of two public 
utility companies,concluded that the "gains and losses from
13/ Price-Level Adjustments of Financial Statements. Washington 
State University. 1961.
the holding of monetary assets and monetary current liabilities 
should be included in the computation of net income to the enter­
prise, ” but that gains and losses on long-term debt would 
ordinarily be included only in the net income to stockholders, as
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distinct from the "enterprise." He believes that the gains and 
losses on long-term debt represent a gain or loss to one group 
of equity holders, offset by a loss or gain to another group, 
that these gains and losses should appear in the income statement 
but after a showing of net operating income, and that showing them 
as capital adjustments in the analysis of the change in the common 
stockholders’ equity does not constitute proper disclosure.
Only one company has come to our attention which has 
published statements for which the purchasing-power gain or loss 
on monetary items has been computed. N. V. Philips’
Gloeilampenfabrieken (Philips Industries) of Eindhoven, the 
Netherlands, charges losses of purchasing power on capital in­
vested in net monetary assets to income. Gains from this source
are credited to income to the extent that losses have been
previously recognized. That is, when purchasing-power losses
occur, income is charged and a special "Reserve for diminishing
purchasing power of capital invested in monetary assets" is
credited. When purchasing-power gains occur, the "reserve" is
charged and income is credited until the reserve is exhausted.
Further gains are not recorded unless preceded by losses.14/
14/ A Goudeket, "An Application of Replacement Value Theory,"
The Journal of Accountancy, July 1960, p. 41-4.
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APPENDIX E
ANNOTATED BIBLIOGRAPHY
Appendix B, "Disclosing Effects of Price-Level Changes, ” 
contains a number of illustrations taken from published annual 
reports of domestic and foreign corporations. The literature also 
contains a number of actual cases where price-level adjustments of 
one type or another have been carried out even though they were 
not adopted for annual report purposes. This annotated 
bibliography lists those which have come to our attention together 
with summaries of the results, notes as to procedures followed,
etc.
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I. W. T. Baxter, "Inflation and the accounts of steel com­
panies," Accountancy (Eng.), May 1959, PP. 250-57, and 
June 1959, pp. 308-14.
In this survey, three steel companies were analyzed 
for the period 1939-47, and seven steel companies (includ­
ing the three) for the period 1949-57. Company names were 
not revealed. The Indexes used for adjustment were
(a) Index of consumers’ expenditure, average value 
index, in London and Cambridge Bulletins, pub­
lished quarterly in the Times Review of Industry.
(b) Raw materials price index (method 4) prepared 
by the British Iron and Steel Federation.
Figures for 1939-45 are insertions based on 
index of wholesale prices of manufacturers, 
table 287, Annual Abstract of Statistics, 1937-47.
(c) Index of replacement cost of industrial assets,
steelworks, prepared by the Economist 
Intelligence Unit. Figures for 1939-45 are 
Insertions based on index of wholesale prices 
of building materials, table 287, Annual 
Abstract of Statistics, 1937-47.  
All items in the financial statements were adjusted for 
changes in the general level of prices using (a) above. 
Further adjustments were then made to reflect gains re­
sulting from price changes in specific assets by adjust­
ing inventories and cost of goods sold using (b) above, 
and fixed. assets and depreciation expense using (c) above. 
The principal effects of adjustment, as computed by 
W. T. Baxter, were as follows: 29
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A. For the three steel companies (in terms of December 31,
1947 pounds):
1
2
(p. 255, May 1959 article)
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B. For the seven steel companies—(in terms of September 30, 1
1957 pounds. 2
(p. 310, June 1959 article)
DIAGRAM 4
YEAS
(p. 313, June 1959 article)
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II. Bell, Albert L., "Fixed assets and current costs," 
Accounting Review, January 1953, pp. 44-53.
Adjustments to Armstrong Cork Company items were for 
the years ended June 30, 1948, 1949, and 1950. The index 
used was computed as an arithmetic average of the Construc­
tion Cost Index and the Building Cost Index, both published 
by Engineering News-Record. Assets were converted to re­
placement values at the end of each of the three years. 
Depreciation expense was then based on these revised 
amounts. The principal effects of adjustments (taken 
from the article and placed in table form), as computed 
by Albert L. Bell, were:
Depreciation Expense Unrecovered Value
For the year 
ending June 30
Based
on cost.
In current
dollars At cost
In current
dollars
1948 2,239,000 4,355,000 33,503,000 58,770,000
1949 2,628,000 4,736,000 37,792,000 62,364,000
1950 3,177,000 5,818,000 46,670,000 79,126,000
III. Bierman, Harold, Jr., "The effect of inflation on the com­
putation of income of public utilities," Accounting Review, 
April 1956, pp. 258-62.
Adjustments were made to fixed assets and depreciation 
expense for a group of utilities for the years 1940 and 1953 
using the Wholesale Price Index of the U. S. Bureau of Labor 
Statistics. Items were converted into 1953 dollars for com­
parative purposes. The data, computed and presented by the 
author in the article, have been reorganized into the 
following table:
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IV. Cooper, Howard E., "Depreciation on current values is half as 
much again—an experimental determination," N.A.C.A. Bulletin 
(sec. 1), June 1950, pp. 1179-86.    
In this study, a weighted average of two series of prices 
taken from the Wholesale Price Index were used: Building 
Materials, and Metals and Metal Products, in an attempt, 
primarily, to determine what the relative depreciation charge 
would have been had It been calculated on the basis of replace­
ment value rather than original cost. The analysis can be 
broken down Into the following two subdivisions:
Study of Aggregate Figures from Selected Annual Reports.
The statements of thirty large industrial companies, each of 
whose total assets exceeded one hundred million dollars, were 
combined for the year 1947. For the year 1948, a group of 
fifty companies were similarly studied. Principal conclusion 
for the group was that profits for the two years would have 
been about 20 per cent lower had depreciation been calculated on 
replacement costs.
Study of an Individual Company. Fixed assets, the 
related reserves, and depreciation expense were converted to 
1948 replacement costs. The author's major conclusions were 
as follows:
1. Current (replacement) cost of all buildings was 69 per cent 
higher than original cost, while the depreciation reserve 
was 66 per cent higher than on original cost.
2. Current replacement cost of machinery and equipment was 
42 per cent higher than original cost, while depreciation 
reserve was 43 per cent higher.
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3. Current replacement cost of furniture and fixtures was 
39 per cent higher than original cost, while the depre­
ciation reserve was 39 per cent higher.
4. Current replacement cost of all fixed assets combined was
58 per cent higher than original cost, while accumulated
depreciation was 49 per cent more than that based on cost.
V. Corbin, Donald A., "The impact of changing prices on a 
department store." Journal of Accountancy, April 1954, 
pp. 430-40; and "A case study of price-level adjustments," 
Accounting Review, April 1955, pp. 268-81. (Both articles 
are concerned with the same' department store, name not 
given.)
Adjustments covered all items of the department 
store’s balance sheets of January 31, 1933 through 
January 31, 1953, and the income statements for the 
years ended January 31, 1934 through January 31, 1953.
All items were converted Into their equivalents of 
January 31, 1953 dollars.
Items were first adjusted using the Consumer Price 
Index of the U. S. Bureau of Labor Statistics. However, 
where the differences between these restated costs and 
current values of the specific items were significant, 
the asset values were adjusted to reflect these specific 
price changes. Various Indexes and appraisals were used 
for this purpose .2/ The principal effects of adjustment,
1/ The Indexes and appraisals used, were
a. Department Store Inventory Price Indexes 
of the U. S. Bureau of Labor Statistics..
b. Regional Construction Cost Indexes of 
the American Appraisal Company.
c. Personal property assessed valuations,
d. An independent appraisal for insurance purposes.
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as determined by Donald A. Corbin, were as follows:
1. The average difference over the twenty years between 
reported and adjusted income was 20 per cent of the 
reported income, with a standard deviation of 13 per 
cent, and a range of from 4 to 58 per cent.
2. The discrepancies In the rates of return on stock­
holders’ equity, based on reported figures, averaged 
29 per cent, with a standard deviation of 17 per cent.
3. Adjusted Income tax rates exceeded reported rates by
3 to 11 per cent (averaging 7 per cent higher over the 
entire 20-year period) in every postwar year except 
1949, when prices fell slightly.
4. Over the 20-year period, the dividend rate averaged 
51 per cent of reported earnings and 6l per cent of 
adjusted earnings.
5. Through the years of rising prices, the gains from 
being a debtor and the losses from being a creditor 
amounted to several million dollars. In both 1947 
and 1948 there were purchasing power losses of over 
a million dollars per year. The net loss for the 
entire 20-year period was $1,653,000.
6. Unadjusted growth indicators, such as sales, plant, 
Inventory and stockholders' equity overstated the 
company's expansion by from 50 to over 100 per cent.
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VI, Dean, Joel, "Measurement of profits for executive decisions,” 
Accounting Review, April 1951, pp. 185-96.
Adjustments were applied to all assets on the balance 
sheets of General Electric Co., Radio Corporation of 
America, and Westinghouse Electric Corp. for the years 1935 
through 1948. The assets were stated in terms of their 1935 
prices by deflating each major group by means of specialized 
indexes; 2/ the Intention was to value all assets at their
2/ The indexes used were not disclosed by the author,
replacement cost In the base period. Changes in the total 
net assets from year-end to year-end, plus dividends, and 
minus new capital funds added (as adjusted for price changes), 
gave the "derived” adjusted net income for each year. The 
principal effects of adjustment (taken from the article and 
placed In table form), as determined by Joel Dean, were as 
follows:
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Total Earnings Available 
For Interest and Dividends (in $1,000)
General
Electric Co.
Radio Corporation 
of America
Westinghouse 
Electric Corp.
Year Per Books
In Constant
(1935)
Dollars Per Books
In Constant
(1935)
Dollars Per Books
In Constant
(1935)
Dollars
1935 $31,020 $30,302 $ 5,518 $ 5,408 $10,802 $10,830
6 46,152 39,536 6,477 5,437 14,976 12,495
7 64,512 39,878 7, 907 4,391 19,294 9,224
8 28,432 32,266 8,778 8,973 8,827 11,094
9 42,764 38,881 7,578 7,092 14,188 13,230
1940 58,539 45,630 9,253 7,437 17,709 13,441
1 60,167 32,541 10,466 5,714 21,797 8,408
2 51,637 23,660 12,094 2,010 17,912 2,567
3 50,865 30,953 16,181 5,811 25,299 11,670
4 57,544 27,764 9,747 3,576 25,701 12,024
5 58,666 22,031 11,812 5,942 28,188 10,203
6 42,385 5,604 11,216 2,485 6,896 (13,544)
7 102,681 (8,190) 19,300 (829) 51,988 (12,312)
8 201,534 58,868 24,583 5,060 53,907 2,769
Total 1935-
1948 $896,898 $419,724 $160,910 $68,507 $317,484 $92,099
115
VII. Dean, Joel, ’’Measurement of real economic earnings of a 
machinery manufacturer,” Accounting Review, April 1954 
pp. 255-66.
Adjustments were applied to all the assets of 
Machinery, Inc. (a fictitious name) for the years 1936 
through 1950. The assets were stated in terms of their 
1936-39 prices by adjusting each major group by means of 
various published price indexes; 3/ the intention was to 
3/ The author did not disclose the indexes used.
value all assets at their replacement cost in the base 
period. Changed in the total net assets from year-end to 
year-end, plus dividends and minus new capital funds added 
(as adjusted for price changes), gave the "derived” adjusted 
net income for the year.
The following charts reflect the principal effects 
of adjustment, as calculated and presented by Joel Dean:
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Machinery, Inc. (a fictitious name)
BOOK EARNINGS vs. REAL EARNINGS
Chart 3 
(p. 261)
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RETURN ON NET INVESTMENT
Book Return on Book Investment 
vs.
Real Return on Real Investment
Chart 6
(p. 265)
Chart 4
(p. 263)
DIVIDENDS vs. REAL. EARNINGS
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VIII. Gordon, Myron J., "The valuation of accounts at current 
cost," Accounting Review, July 1953, pp. 373-84.
Adjustments were made to the XYZ Farm Equipment 
Corporation (a fictitious name) items for the years 1947 
and 1948. The intention was to value fixed assets, in­
ventories, cost of sales, and depreciation expense on a 
replacement cost basis. The following sub-indexes of the 
Wholesale Price Index of the U. S. Bureau of Labor 
Statistics were used for this purpose:
1. Agricultural Machinery and Equipment— 
for Inventory,
2. A weighted average of the Building Materials, 
and Metals and Metal Products Indexes—for 
Plant and Equipment.
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The principal effects, of adjustment, as computed by 
Myron J. Gordon, have been compiled in the following 
table:
XYZ Farm Equipment Corporation 
(a fictitious name)
Historical Cost Current Cost
1947 1948 1947 1948
Plant and Equipment, cost $ 90,700 $106,700 $127,300 $157,900
Allowance for Depreciation $ 38,600 $ 42,800 $ 64,200 $ 66,400
Retained Earnings $ 98,500 $115,300 $ 73,500 $ 81,000
Aggregate Capital Gain - - $ 46,000 $ 61,900
Cost of Goods Sold 
(Labor and Material) $155,100 $229,700 $168,100 $237,100
Depreciation Expense $ 3,200 $ 4,600 $ 4,600 $ 6,500
Net Operating Income
After Taxes $ 16,400 $ 27,100 $ 2,000 $ 17,800
Current Capital Gains: 
Inventory Capital, Gain $ 13,000 $ 7,400
Plant and Equipment
Capital Gain - $ 10,800 $ 8,500
The author then pointed out that additional 
adjustments must be made to reflect the change in the 
purchasing power of the dollar In order to reflect real 
income for the period. To accomplish this, the beginning 
and ending net worths were adjusted, using the Consumer 
Price Index of the U. S. Bureau of Labor Statistics, 
with the following results:
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Exhibits
Real Income of XYZ Corporation 
in Current Dollars
Account
(1) Net worth at start of period
in prior period dollars....
(2) General price index for cur-
rent period relative to 
prior period*........................
(3) Net worth at start of period
in current period dollars 
 (1)X(2)...............................
(4) Net worth at close of period
plus dividends in current 
period dollars.....................
(5) Income during period in cur­
rent period dollars (4)—(3)
1947 1948
$162,800 $180,400
114.3 107.5
$186,800 $193,900
$188,600 $214,100
$ 1,800 $ 20,200
* With cost of living index for 1935-39 equal to 100, 
1946=139.3, 1947 =159.2,1948 = 171.2. The index num­
bers used arc derived from these figures.
(p. 382)
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IX. Hendriksen, Eldon S., Price-Level Adjustments to Financial 
Statements, Washington State University Press. Pullman 
Washington, 1961.
In this study, fluctuations in the purchasing power of the 
dollar were removed by stating financial statement items in 
terms of December 1956 dollars in order to make inter­
period comparisons possible. Adjustments were made to the 
balance sheets of two public utilities for the years 
December 31, 1936 through December 31, 1956 and to the 
income statements for the years 1937 through 1956.
Professor Hendriksen experimented with six different indexes. 
Four of the tables from the study, together with brief 
excerpts of the discussion relating to them, are repro­
duced here. They are taken from Chapter 3, "The Choice of 
a Price Index:
A Comparison of the Adjustments by the Use of Six Price Indexes
In order to compare the results of using different price indexes, 
the statements of Washington Water Power Company and Portland 
General Electric Company were adjusted on the basis of six indexes.
These indexes were: (1) the Consumers’ Price Index (CPI), (2) 
the BLS Wholesale Price Index (BLS-Wholesale), (3) the GNP 
Implicit Price Deflator using the 1929 conversion factor for all 
years prior to 1929 (GNP-Constant), (4) the GNP Implicit Price 
Deflator using the relative change in the CPI to estimate the 
conversion factors prior to 1929 (GNP-CPI), (5) the composite 
of the GNP price deflators for “other new construction” and “pro­
ducers’ durable equipment” (GNP-Investment), and (6) the com­
posite of the Handy-Whitman Construction Cost Index for Electric 
Light and Power and the Marshall-Stevens Equipment Cost Index 
for Public Utilities (Public Utility Composite). The statement 
data used in the comparison include net income, net plant and 
equipment, the rate of return on total investment, the rate of return 
on stockholders’ investment, and the dividend payout ratio.
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Net Income
The average net incomes for the 20 years from 1937 to 1956 
for Washington Water Power Company (WWP) and Portland 
General Electric Company (PGE) are summarized in Table 3.1. 
The unadjusted net income figures are the averages of the annual 
net incomes based on historical costs and converted into constant 
December, 1956, dollars by the appropriate index. The adjusted 
figures represent the averages of the net incomes adjusted for 
price-level changes expressed in December, 1956, dollars. The 
differences in the six adjusted average net incomes, therefore, are 
a result of two factors: (1) the adjustment of depreciation expense 
for price-level changes prior to the balance-sheet date and (2) the 
dispersions in the indexes from the balance-sheet dates to December, 
1956. The averages of the ratios of the unadjusted co the adjusted 
figures, therefore, isolate the effect of the depreciation adjustment in 
the given year.    
TABLE 3.1
Average Net Incomes for Years 1937-1956 
(in thousands of December, 1956, dollars)
Index
WASHINGTON WATER POWER COMPANY PORTLAND GENERAL ELECTRIC COMPANY
Unadjusted Adjusted
Average Ratio
Unadjusted to 
Adjusted Unadjusted Adjusted
Average Ratio
. Unadjusted to 
Adjusted
(1) CPI ......................... ...................  $4,509 $3,935 116.5% $3,439 $2,538 136.3%
(2) BLS-Wholesale_____________ .... 4,767 4,222 116.8 3,582 2,671 138.6
(3) GNP-Constant prior to 1929  .... 4,740 4,363 110.9 3,589 3,015 119.5
(4) GNP-CPI .. .............. .... 4,740 4,003 120.8 3,589 2,430 150.6
(5) GNP-Investment Composite ....... 5,209 4,601 116.5 3,923 3,003  133.5
(6) Public Utility Composite ... 5,619 4,732 123.4 4,213 2,813 159.1
(p. 60)
Net Plant and Equipment
The investment in net plant and equipment is the original cost 
of all plant and equipment in use, less the accumulated depreciation. 
When these items are adjusted for price-level changes, they reflea 
the purchasing power of the original investment in fixed assets and 
the purchasing power of the portion of this investment allocated to 
expense. While the residual net plant valuation does not represent 
the current value of the assets, it is an important item in the pre­
sentation of financial statements and in the computation of the 
rate of return and other ratios.
The choice of an appropriate price index is an important con­
sideration in the computation of net plant and equipment in 
adjusted constant dollars. Table 3.3 presents a comparison of the 
average net plant in constant 1956 dollars as adjusted and unadjust­
ed and the average ratios of the unadjusted to the adjusted 
figures for the six price indexes.
(pp. 65-7)
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TABLE 3.3
Average Net Utility Plant for Years 1937-1956 
(amounts expressed in millions of 1956 dollars)
WASHINGTON WATER POWER COMPANY PORTLAND GENERAL ELECTRIC COMPANY
Index Unadjusted Adjusted
Average Ratio
Unadjusted to 
Adjusted Unadjusted Adjusted
Average Ratio 
Unadjusted to 
Adjusted
(1) CPI . ........................ ... .......  $102.8 $136.6 75.0% $88.9 $111.5 80.1%
(2) BLS-Wholesale............. ....... 108.4 140.0 77.4 93.8 118.1 79.8
(3) GNP-Constant .............. ........ 108.3 128.0 85.4 93.6 110.0 86.0
(4) GNP-CPI ..................... ........ 108.3 152.1 70.8 93.6 123.1 75.8
(5) GNP-Investment .......... ...... 118.2 152.1 78.1 102.4 129.7 79.7
(6) Public Utility Composite ........ 127.1 180.2 70.6 110.0 147.9 75.0
(p. 66)
The Rate of Return
The rates of return for total equity and for stockholders’ equity 
are dependent, in large part, on the valuation of the plant and 
equipment and on net income. It is not surprising, then, that the 
rankings of the average rates of return by the use of the several 
price indexes for the adjustment process should be similar to the 
rankings for net income and net plant. The Public Utility Com­
posite index, which resulted in the lowest net income and the 
highest net plant valuation, obtained, as one would expect, the 
lowest average rate of return on total equity—3.6 per cent for WWP 
and 3.8 per cent for PGE compared with average unadjusted ratios 
of 6.0 and 6.2 per cent, respectively. The highest average rate of 
return on total equity is provided by the GNP-Constant index—4.7 
per cent for WWP and 4.9 per cent for PGE. These average rates 
for total equity and stockholders’ equity are summarized in Table 3.5 
for WWP and PGE.
(pp. 68-70)
124 -
TABLE 3.5
Average Rates of Return on Total Equity and Stockholders’ Equity, 1937-1956
WASHINGTON WATER POWER COMPANY PORTLAND GENERAL ELECTRIC COMPANY
Total Equity_____________ Stockholders’ Equity _______ Total Equity_____  Stockholders’ Equity
Index
Average
Rate
Average Ratio 
Unadjusted 
to Adjusted
Average
Rate
Average Ratio 
Unadjusted 
to Adjusted
Average
Rate
Average Ratio 
Unadjusted 
to Adjusted
Average
Rate
Average Ratio 
Unadjusted 
to Adjusted
CPI ________________________ 4.0% 157% 4.2% 197% 4.1% 161% 4.2% 282%
BLS-Wholesale ........  .................. 4.1 159 4.4 198 4.2 165 4.7 295
GNP-Constant ............................ 4.7 137 5.2 164 4.9 135 7.3 196
GNP-CPI --------- ------ ---------- 3.7 174 3.8 224 3.9 170 3.7 318
GNP-INV ___ 4.2 155 4.5 196 4.4 166 5.2 267
PU______ ______________— - 3.6 179 3.7 240 3.8 186 3.6 375
Unadjusted ................................. - 6.0 7.8 6.2 10.7 —
(p. 69)
Dividend Payout Ratios
The average dividend payout ratios computed from unadjusted 
figures and those computed by using the six conversion indexes 
are presented in Table 3.6 for WWP and PGE. Because consistent 
dividends were paid by PGE only since 1948, the averages for PGE 
are presented for the period 1948 to 1956 only.
Dividends are monetary in character so that the differences in 
payout ratios result from differences in the computation of income 
only. However, the net income transferred to retained earnings 
rather than net operating income was used in this computation. 
Nevertheless, the rankings of the payout ratios are very similar to 
the rankings of the net operating incomes of the two firms.
(p. 71)
TABLE 3.6
Average Dividend Payout Ratios
Index
WASHINGTON WATER 
POWER COMPANY 
1937-1956
PORTLAND GENERAL 
ELECTRIC COMPANY 
1948-1956
Unadjusted---------------- 77.6% 69.0%
CPI_________________ 90.2 109.7
BLS-Wholesale ............... 90.2 116.7
GNP-Constant ----------- 85.8 96.0
GNP-CPI ___________ 94.0 124.0
GNP-Investment -------- 90.2 113.1
PU-Composite 95.5 144.4
(p. 71)
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X. Jones, Ralph C., Case Studies of Pour Companies, American 
Accounting Association, 1955.
The objectives of the study were:
(1) To develop and test techniques methods 
for the preparation of supplementary 
financial statements expressed in constant- 
value units, that is, in dollars of uniform 
purchasing power measured by a general index 
of prices.
(2) To compare the supplementary statements ex­
pressed in uniform dollars with the conven­
tional statements expressed in historical 
dollars in order to measure the effect of 
inflation on companies of various types 
and sizes, and to determine the extent to 
which the conventional financial   statements 
have been aff cted by the use of an un­
stable unit of measurement.
(3) To present quantitative data which will 
give business managements, individual 
accountants, committees of accounting 
associations, and governmental bodies 
some basis for Judging the need for and 
the usefulness of figures and statements 
of uniform purchasing power.
Items for the four companies were stated in terms of
December 1951 dollars to make the results comparable,
using the Consumer Price Index of the U. S. Bureau of
Labor Statistics. The principal effects of adjustment,
as determined by Ralph C. Jones, were as follows:
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1. Armstrong Cork Company, pp. 66-107; adjustments 
were made to the balance sheets of December 31, 
1940 through December 31, 1951; and to the income 
statements for the years 1941 through 1951.
Resume or Results
1941-1951 PublishedStatements
Adjusted
Statements
Earning race on average equity of stockholders 8.8% 4.5%
Net earnings...................................... ..... $92 million $59 million
Retained earnings.............................. ................... $39½ million $ 6½ million
Income taxes.............................................. 47% of net 
income
58% of net 
income
Dividends................................................................ 56% of net 
earnings
89% of net 
earnings
1951
Total equity of stockholders. December 31,
. 1951...................................................................... $110 million $137 million
Working capital in 1951...................................... 59% greater 
than in 1941
3% less than 
in 1941
(p. 67)
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New York Telephone Company, pp. 12-63; adjust­
ments were made to the balance sheets of 
December 31, 1939, 1940 and December 31, 1945 
through 1952; and to the income statements for 
the years 1940 and 1946 through 1952.
Results in Brief
Return on investment:
1940. 1946-1952
Book figures........................................................................... .. 6.6%
.. 7.5%
6%
Adjusted figures.................................................................... 3%
 1940-1946 1947-1952
Excess of book income over adjusted income................... ... 7% 50%
Excess of real capital investment over book investment, 1946-1952.. 37%
Income taxes, 1946-1952:
Nominal or statutory tax rate.................................................................... 40.6%
Real tax rate...............................................................  ............................... 52.3%
Excess of the actual tax over a tax on real earnings at the nominal
rate................................................................................................................ $50 million
Depreciation deficiency, 1946-1952:
Amount................................ ............................................................................ $108 million
As percentage of charges booked............................................................... 35%
Earnings, dividends, and equity per share:
Earnings, 1952.................................................................................
Dividends, 1952...............................................................................
Equity, Dec. 31, 1952....................................................................
Per Cent of 1940
Book Adjusted
110 34
100 53
98 51
Dividend increase required to yield 8% on real investment in common 
stock:  
1940-1946................................................................................................................. 51%
1947-1952................................................................ .............................................. 78%
(p. 13)
3. The Reece Corporation. (see  Appendix B)
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4. Sargent & Company, pp. 145-75; adjustments were 
made to the balance sheets of December 31, 1928 
through December 31, 1952; and to the income 
statements for the years 1929 through 1952.
Contrasts
Deflation—Inflation
1929-1940 1941-1952
When computed in dollars 
of uniform purchasing 
power:
The net loss was only half 
as large as that computed 
in historical dollars
The net income,was less 
than a third as large as 
that computed in his­
torical dollars
Depreciation actually 
charged was:
Approximately equal to de­
preciation measured in 
uniform dollars
Lower by nearly $1,000,­
000 than depreciation 
measured in uniform 
dollars
Cost of goods sold (exclu­
sive of depreciation) 
was:
Higher by nearly $900,000 
in historical dollars than in 
uniform dollars
Lower by nearly $1,700,­
000 in historical dollars 
than in uniform dollars
Total expenses and losses 
measured in uniform 
dollars were:
Lower than book figures by 
approximately $100,000 a 
year, or 1% of the capital 
employed
Higher than book figures 
by approximately $250,­
000 a year, or 3.5% of 
the capital employed
The average investment of 
stockholders, measured 
in uniform dollars, was:
About $400,000 higher than 
book figures
About $1,100,000 higher 
than book figures
The effective rate of in­
come tax during profit­
able years only was:
Approximately the same as 
the nominal or statutory 
rate
Approximately 50% high­
er than the nominal or 
statutory rate
The difference between net 
income and dividends 
measured in uniform 
dollars was;
More favorable by about 
$1,000,000 than the dif­
ference in historical dol­
lars
Less favorable by about 
$3,000,000 than the dif­
ference in historical dol­
lars
The conventional state­
ments did not recognize 
changes in the purchas­
ing power of net mone­
tary assets which re­
sulted in:
A gain of nearly half a mil­
lion dollars
A loss of half a million dol­
lars
(p. 146)
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XI. Jones, Ralph C., "Effect of inflation on capital and 
profits: the record of nine steel companies,"
Journal of Accountancy, January 1949, pp. 9-27.
The objective of the study was to eliminate the 
effects of changes in the purchasing power of the dollar 
by stating financial statement items in terms of 1935-39 
dollars. Names of the companies were not given, although 
it was stated that they were "doing 80% of the nation’s 
steel business." The adjustments covered balance sheets 
for the years ended December 31, 1940-1947, and the 
funds and income statements for the years 1941 through 
1947. As determined by Ralph C. Jones:
HIGHLIGHTS AND CONTRASTS
The company statements show 
in current dollars:
Dividends earned by a substantial margin 
every year.
Income retained to provide additional 
capital, $543,000,000.
Reported income for 1946 before transfers 
from reserves, $200,000,000.
Net income available to investors in 1947, 
$356,000,000.
Working capital increased 51% during 
seven-year period.
Working capital decreased  $219,000,000 
during 1946 and 1947.
Fixed assets decreased 6% during seven 
years.
Preferred stock decreased 12% during 
seven years.
Excess of depreciation cost over additions 
to plant, 1940-1947, $46,000,000.7
While the purchasing power statements show 
in 1935-1939 dollars:
Dividends not earned in any year since 
1941.
Dividends, interest, and income taxes paid 
out of capital, $409,000,000.
Real loss for 1946 before transfers from 
reserves, $88,000,000. (Equivalent to 
$123,000,000 in terms of 1946 dollars.)
Net income available to investors in 1947, 
$91,000,000. (Equivalent to $145,000,- 
000 in terms of 1947 dollars.)
Working capital increased 2% during 
seven-year period.
Working capital decreased $394,000,000 
during 1946 and 1947.
Fixed assets decreased 19% during seven 
years.
Preferred stock decreased 48% during 
seven years.
Excess of depreciation cost over additions 
to plant, 1940-1947, $400,000,000?
7/ Due primarily to amortization of emergency 
facilities during the war period.
(p. 13)
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XII. Kennedy, Ralph D. and McMullen, Stewart Y., Financial 
Statements--Form, Analysis, and Interpretation (third 
edition), 1957, pp. 370-400.
Adjustments were made to Caterpillar Tractor 
Company’s income statements for the years 194l through 
1950 and to its balance sheets for the year ended 
December 31, 1950. Items were adjusted to their equiv­
alents in terms of December 31, 1950 dollars. In 
commenting on the following table, the authors stated:
In column 3, all items except fixed-dollar 
items have been revised, using the whole­
sale commodities index.4/ In column 4,
4/ U. S. Bureau of Labor Statistics. 13
inventories were adjusted, using the agri­
cultural implements index,5/ and depreciable
5/ U. S. Bureau of Labor Statistics. l6
fixed assets were adjusted, using the 
Department of Commerce cost-of-construction 
index; all other items except fixed-dollar 
items were adjusted, using the wholesale 
commodities index. ...In both columns 3 
and 4, the adjusted common stock item repre­
sents Only amounts paid in; the common 
stock issued as a stock dividend in 1949 
has been restored to profit employed in the 
business. The wholesale commodities index 
has been applied in both cases.... The 
amounts shown as profit employed in the busi­
ness were determined by ascertaining the 
amounts needed to balance the adjusted state­
ments of financial position (columns 3 and 4).
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Illustration 21—3*
CATERPILLAR TRACTOR COMPANY
STATEMENT OF FINANCIAL POSITION 
As of December 31, 1930 
(In Millions)
Reported
Data
(Unadjusted)
Inventories 
Adjusted to 
FIFOb
Price Indexes Applied
Wholesale
Commodities Various*
$ 9.0 $ 6.9 $ 6.9 9 6.0
 35.2 
34.1
35.2
34.1
35.2
34.1
35.2
34.1
73.0
78.3 80.6* 80.4c
$140.2 $154.5 $156.8 $156.6
$ 29.4 $ 20.4   
35.0d
$ 29.4
35.0d
$ 29.4
35.9  33.1
$ 62.5 * 65.3 $ 65.3 $ 65.3
$ 86.7 $ 89.2 $ 91.5 $ 91.3
.2 .2 .2 .2
$ 84.1
18.1
$ 84.1 
10.1
$106.4
25.5
$106.2
25.4
$ 66.0 $ 66.0
3.2
$ 80.9
5.2
* 80.8
3.2 5.2
.3 .3 .3 .3
$156.4
18.1
$158.9
18.1
$178.1
18.1
$177.8
18.1
$138.3 $140.8 $160.0 *150.7
* 25.0 $ 25.0
23.2
$ 25.0 $ 25.0
23.2 51.3 51.3
14.5 14.5 83.7* 83.4*75.6 78.1
$138.3 *140.8 $160.0 *159.7
(*Notes are not reproduced)
(p. 373)
Items
   
Current Assets:
Cash...................................
U.S. Government Securities 
Receivables .................
Inventories:
LIFO Basisa ................................ . . ,
FIFO Basisb ............
Total Current Assets ..............
Deduct: Current Liabilities;
Payables............................. .. ......................
Federal Income Taxes............ ..
Total Current Liabilities...
Net Current Assets.............................. .....  . .
prepayments ....................................................
Buildings, Machinery, and Equipment ... 
Deduct; Accumulated Depreciation ..,
Not Hook Value.....................................
Land ............................ .................................  ..
British Subsidiary ............................. ... . . . .
Deduct; Ten-Year 2% Debentures ......
Net Assets .............. .......
Preferred Stock .......................
Common Stock;
Paid In.........................................................
1049 Stock Dividend  
Profit Employed in the Business  ......
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With regard to the income statement, cost of 
goods sold is an average obtained by using the 
wholesale commodities index and the agricultural 
implements index. Depreciation expense was adjusted 
using the wholesale commodities index. The following 
results were obtained:
Illustration 21—11
CATERPILLAR TRACTOR COMPANY 
NET INCOME, AS REPORTED AND AS ADJUSTED 
(In Millions)
Year
Reported
Profits
Understatement* Reported 
Sales 
(for Com­
parison)
Profit* Expressed a* a 
Percentage of SalesCoat of 
Good* 
Sold
Depreci­
ation
Adjusted
Profit* Adjusted Reported
1941 $ 7.7 $ 2.4 $ .4 $ 4.9 $ 102.0 4.8* 7.5%
1M2 7.0 1.6 1.0 4.4 142.2 3.1 4.0
1943 7.6 .5 1.3 S.8 171.4 3.4 4.4
1944 7.3 .3 1.4 5.6 242.2 2.3 3.0
IMS 6.5 .4 .9 5.2 230.6 2.3 2.8
1946 6.1 7.0 .3 (1.2) 128.4 (.9) 4.7
1947 13.5 6.6 .8 6.1 189.1 3.2 7.2
1948 17.5 4.6 1.2 11.7 218.0 0.4 6.0
1949 17.9 (2.2) .8 19.3 254.9 7.6 7.0
1950 31.5 6.8 .8 24.2 337.3  7.1 0.4
$122.9 $28.0 $8.9 $86.o $2,016.1
4.3% 100.0%
(p. 383)
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XIII. Kunkler, David L., "Fixed depreciation and flexible 
dollars," N.A.A. Bulletin (sec. 1), Aug. 1961, pp. 
25-33.
The depreciation expense of ABC Hosiery Mills, Inc, 
(a fictitious name) was adjusted to the price level of 
each particular year using the Consumer Price Index of 
the Bureau of Labor Statistics. The objective was to 
adjust depreciation expense for changes in the general 
purchasing power of the dollar. The results, as
computed by David L. Kunkler, were as follows:
ABC HOSIERY MILLS, INC.
DEPRECIATION ADJUSTMENTS—1949-1959
Depreciation Provision
Income
Year Common-dollar Historical cost overstatement
1949 $ 158,513 $ 123,946 $ 34,567
1950 162,421 130,348 32,073
1951 178,438 139,375 39,063
1952 145,792 116,891 28,901
1953 117,059 97,720 19,339
1954 120,706 103,998 16,708
1955 133,146 119,942 13,204
1956 153,559 139,256 14,303
1957 158,395 140,019 18,376
1958 164,827 143,050 21,777
1959 191,728 169.891 21,837
$1,684,584 $1,424,436 $260,148
The income overstatements and their effect on reported income, before Federal 
and state income taxes, are shown below:
ABC HOSIERY MILLS, INC.
INCOME ADJUSTMENTS—1949-1959
Year
Reported income 
(before taxes)
Income
overstatement
Adjusted
income
1949 $ 308,732 $ (34,567) $ 274,165
1950 540,477 (32,073) 508,404
1951 439,057 (39,063) 399,994
1952 392,007 (28,901) 363,106
1953 201,997 (19,339) 182,658
1954 222,364 (16,708) 205,656
1955 95,536 (13,204) 82,332
1956 204,799 (14,303) 190,496
1957 249,466 (18,376) 231,090
1958 233,029 (21,777) 211,252
1959 289,209
$3,176,673
(21,837)
$(260,148)
267,372
$2,916,525
The cumulative effect of the income overstatements for the eleven-year period 
is 8.19 percent of reported income before taxes or 16.38 percent after taxes 
assuming an average tax rate of 50 percent for the period.
( p. 30)
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XIV. Large Industrial Corporation (an unpublished study made 
by the company).
The purpose of the study was to remove the effects of 
the changing value of the dollar by stating financial 
statement items in terms of December 1957 dollars. 
Adjustments were made to the balance sheets of December 
31, 1950 through December 29, 1957; and to the income 
statements for the years 1951 through 1957. The 
following table of the principal effects of adjustment 
was compiled from data determined and presented by the 
company in the report:
1951-57
Consolidated earnings
Return on stockholders’ 
equity
Taxes
Provision for depreciation 
and amortization
Taxes, as a per cent of 
net income before taxes
As Reported Adjusted
$100,273,000
17.8%
$116,184,000
$ 37,732,000
54%
$ 94,837,000
14.7%
$122,476,000
$ 41,607,000
56%*
Net gains on net current 
monetary assets 1951-57
Gains on debentures 1951-57
* After purchasing power gains 
monetary assets.
$ 17,894,000 
$ 3,520,000
(losses) on net current
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XV. McNichols, Thomas J., and Boyd, F.-Virgil, "Adjustment 
of fixed assets to reflect price level changes,”
Accounting Review, January 1954, pp. 106-13.
Fixed assets and depreciation expense for International 
Harvester Company were adjusted for the years 1902-1951 
using the Wholesale Commodity Price Index of the U. S.
Bureau of Labor Statistics. The goal was to remove the 
effects of changes in the value of the dollar on these 
items. They were stated in terms of 1951 dollars so that 
cumulative results could be obtained. Additional adjust­
ments were then made In order to show the effects of 
general price-level changes for the year 1951 alone.
The principal results, as computed by the authors were 
as follows:
1. The difference between the historical cost of the fixed 
assets and the cost adjusted to reflect price-level 
changes for the period 1902-1951 amounted to $l8l.3 
million, representing a 49.2 per cent increase over 
the historical cost of the fixed assets at October 31, 
1951.
2. The adjustment of the depreciation reserve to reflect 
price-level changes showed an understatement of 
depreciation charges of $105.6 million, representing
an increase of 73.9 per cent In the adjusted reserve for 
depreciation over the reserve for depreciation based 
on historical cost.
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3. The increase in fixed assets due to price-level changes 
for the period of October 31, 1950 to October 31, 1951 
amounted to $54.9 million, an increase of 14.9 per cent 
over historical post at October 31, 1950.
4. The adjusted depreciation charge for the year 1951 was 
$9.5 million greater, or 44.8 per cent more than the 
depreciation charge based on historical cost, This 
understatement of depreciation charges amounted to
15 per cent of the net profit figure after taxes.
Using a tax rate of 52 per cent and ignoring the excess 
profits tax, the taxes paid on this unrealized Income 
amounted to $4.9 million, approximately eight per cent 
of the reported net income figure.
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XVI. Ross, Clarence H., "Compensating for dollar inflation 
in rate regulation," Public Utilities Fortnightly,
May 24, 1951, pp. 663-73.
Adjustments were made to net telephone plant, materials
and supplies, and working capital of Middle States Telephone
Company of Illinois. These items were stated in terms of
1935-39 dollars using the Consumer Price Index of the U. S.
Bureau of Labor Statistics, and in terms of 1939 dollars
using "the price index used by the office of business
economics of the U. S. Department of Commerce in ’Estimates 
6 /of Gross National Product in Constant Dollars, 1929-49.’"6/
6/ Department of Commerce, Survey of Current Business,
Jan. 1951.
The earnings required for a 10 per cent return on present 
book value of the Company's common stock were also adjusted 
to 1935-39 and 1939 dollars using these same two indexes.
The goal was to compare this return on the book value of 
net tangible assets with the return when the figures were 
Stated in comparable dollars. The following table, com­
piled from data computed and presented by the author, 
reflects the effects of these adjustments:
Per Books 1935-39 Dollars 1939 Dollars
Net Telephone Plant 
in Service 10/31/50 $5,942,405.21 $3,955,350.15 $3,777,531.69
Materials and Supplies 231,866.60 134,026.94 126,703.06
Working Capital 111,118.90 64,230.58 60,720.71
Total $6,285,390.71 $4,153,607.68 $3,964,955.46
Earnings Requirement $ 363,035.95 $ 209,847.37 $ 198,380.03
Per Cent Return 5.78% 5.05% 5.00%
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XVII. Sweeney, H. W., Stabilized Accounting, 
pp. 54-168.
New York, 1936, 1
2
The study was basically concerned with removing the 
effects of fluctuations in the general purchasing power 
of the dollar, using a price index compiled under the 
auspices of the Federal Reserve Bank of New York. The 
following tables reflecting the principal effects of ad­
justment were compiled from data determined and presented 
by the author:
1. Mill Agents, Inc. (a fictitious name) - adjustments 
were made to the balance sheets of September 30, 1929 
through September 30, 1931; and to the income and 
funds statements for the years ended September 30, 
1930 and 1931. All items were converted to 
September 30, 1931 dollars to make the results com­
parable.
3
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Unadjusted Adjusted
Net income (loss), including 
gains and losses on monetary 
items:
Year ended: 9/30/30 
9/30/31
$ 70,020.80 
($ 112,049.70)
$ 191,850.90
' 38,363.35
Stockholders' equity: 
At: 9/30/29
9/30/30
9/30/31
$1,354,655.43 
$1,324,676.23 
$1,162,626.53
$1,355,788.21 
$1,323,963.88 
$1,160,378.25
Dividends as a percentage 
of net income:
Year ended 9/30/30 only 143%
Net income (loss), including 
gains and losses on monetary 
items, as a percentage of 
average total assets:
Year ended: 9/30/30 3.4%
9/30/31 (7.2%)
51%
9.9%
2.6%
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2, Prairie Water Works (a fictitious name) - adjustments 
were made to the balance sheets of October 31, 1928 
and 1929; and to the income and funds statements for
the year ended October 31, 1929, Items were stated in
terms of October 31,
comparable,
1929 dollars to make the results
Unadjusted Adjusted
Net income, including gains 
losses on monetary items
and
$ 5,070.66 $ 3,548.53
Stockholders’ equity at:
10/31/28
10/31/29
 
 
$129,570.63
$129,257.51
$142,852.70 
$141,105.00
Dividends as a percentage 
of net income:
Year ended 10/31/29 only 130% 183%
Net income, including gains and 
losses on monetary items, as 
a percentage of average total 
assets;
Year ended 10/31/29 only 3.9% 2.5%
3, The Williams Mills (a fictitious name) - adjustments 
were made to the balance sheets of Jyly 31, 1928 and 
1929; and to the income and funds statement for the 
year ended July 31, 1929. Items were stated in terms
of July 31, 1929 dollars to make the results comparable.
1
2
3
4
5
6
7
8
9
10
11
140 -
Unadjusted Adjusted
Net loss, including gains and
losses on monetary items
Stockholders’ equity at:
$ 82,746.41 $ 70,065.72
7/31/28 $300,739.16 $322,854.64
7/31/29 205,003.21 249,701.01
Dividends (including pre­
ferred) as a percentage 
of net loss:
Year ended 7/31/29 only
Net loss, including gains and 
losses on monetary items, as 
a percentage of average total 
assets:
170 200
Year ended 7/31/29 only 9.7% 7.80
XVIII. Warner, George H., "Depreciation on a current basis,” 
Accounting Review, Oct. 1954, pp. 628-33.
Adjustments were made for five diversified com­
panies for the years 1938 through 1951, using the 
Consumer Price Index of the Bureau of Labor Statistics.
Items were stated in terms of current dollars for each 
particular year. The goal was to restate the depreciation 
charge in terms of current dollars of equal purchasing power. 
The percentage reductions (increases) in each year’s income 
after taxes, as computed by George H. Warner, were:
Table 11
PERCENTAGE REDUCTION (*INCREASE) IN NET INCOME aFTER TAXES 
DEPRECIATION ADJUSTED TO REFLECT CHANGES IN PRICE LEVELS
Consolidated Gas,   
Electric, Light, and United Slates California Chrysler Sears Roebuck
Power Company of Steel Corporation          Packing Corporation and Company
Baltimore, Md. Company
1938 1* 121 11 1* 0
1939 1* 5* 2* 1* 1*
1940 1* 2* 1* 1* 1*
1941 2 2 1 1 1
1942 9 22 5 6 3
1943 17 37 7 6 5
1944 20 23 8 6 5
1945 23 22 10 4 5
1946 23 20 5 6 6
1947 37 26 9 7 5
1948 41 51 14 6 4
1949 33 40 14 4 3
1950 31 25 8 4 2
1951 37 32 22 9 2
1 Experienced net operating loss for the year.
(p. 633)
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4
5
6
7
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